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The following releases relate to self-regulatory 
rule proposals and/or adoptions 


34-15905 
34-15907 
34-15908 


33-6077 


34-15909 
34-15910 
34-15912 


34-15925 


Amending regulations to provide 
notice of a current practice of the 
Commission to accept, and include 
in the public record, in its descre- 
tion, written comments received by 
the Commission after closing date in 
rulemaking proceedings and adjudi- 
cations not required to be deter- 
mined on the record. .............. 


Commission views certain factors 
which accountants should consider 
in assessing the possible effects 
upon their independence of the 
performance of nonaudit services 
for publicly-held audit clients. ...... 


Proposed amendment to reporting 
requirement for oil and gas produc- 


Re-opening of comment period on 
the “Supplemental Earnings Sum- 
mary” to allow respondents to con- 
sider experience in preparing and 
reporting valuable information on oil 
and gas reserves for the year ended 
December 31, 1978. New comment 
period expires July 25, 1979. ...... 
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IC-10736 Revised rule which permits an in- 
vestment company to purchase se- 
curities from an underwriting syndi- 
cate in which certain affiliated per- 
sons of the investment company 
participate as syndicate members. 
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SECURITIES ACT OF 1933 
Rel. No. 6077/June 12, 1979 


SECURITIES AND EXCHANGE ACT OF 1934 
Rel. No. 15911/June 12, 1979 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 21095/June 12, 1979 


TRUST INDENTURE ACT OF 1939 
Rel. No. 528/June 12, 1979 


INVESTMENT COMPANY ACT OF 1940 
Rel. No. 10726/June 12, 1979 


INVESTMENT ADVISERS ACT OF 1940 
Rel. No. 679/June 12, 1979 


PART 201-RULES OF PRACTICE 


PART 202-INFORMAL AND OTHER PROCE- 
DURES 


Consideration of Written Comments Received 
After the Closing Date in Informal Commission 
Proceedings 


AGENCY: Securities and Exchange Commission 


ACTION: Final Rule 


SUMMARY: The Commission is amending its reg- 
ulations to provide notice of a current practice of 
the Commission to accept, and include in the pub- 
lic record, in its discretion, written comments re- 
ceived by the Commission after the closing date in 
rulemaking proceedings and adjudications not re- 
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quired to be determined on the record. The Com- 
mission is also making certain editorial amend- 
ments to its regulations concerning these informal 
Commission proceedings. 


EFFECTIVE DATE: June 12, 1979. 


FOR FURTHER INFORMATION CONTACT: How- 
ard A. Bartnick, Office of the General Counsel, 
Securities and Exchange Commission, Room 735, 
500 North Capitol Street, Washington, D.C. 20549, 
(202) 376-8003. 


SUPPLEMENTARY INFORMATION: The Com- 
mission finds, in accordance with the Administra- 
tive Procedure Act (“APA”), 5 U.S.C. §553(b)(A) 
and 5 U.S.C. §553(d), that these amendments re- 
late solely to agency organization, procedure or 
practice and do not relate to a substantive rule. 
Accordingly, notice and opportunity for public 
comment pursuant to the APA is not necessary 
and the foregoing action becomes effective im- 
mediately. 


Accordingly, Chapter II of Title 17 of the Code of 
Federal Regulations is amended as follows: 


PART 201—RULES OF PRACTICE 


1. By amending the heading of §201.27 to read as 
follows: 


§201.27 Adjudications under the Securities Ex- 
change Act of 1934 not required to be 
determined on the record after notice 
and opportunity for hearing. 


2. By adding §201.28 to read as follows: 


§201.28 Adjudications not required to be deter- 
mined on the record after notice and op- 
portunity for hearing. 


(a) This section applies to every case of adjudica- 
tion (as defined in section 551 of title 5, United 
States Code) pursuant to any statute which the 
Commission administers, which adjudication is not 
required to be determined on the record after 
notice and opportunity for hearing and which the 
Commission has not chosen to determine on the 
record after notice and opportunity for hearing. 





(b) In any case of adjudication described in para- 


ou (a) above, if the Commission provides 


notice and opportunity for the submission of writ- 
ten comments by parties to the adjudication or, as 
the case may be, by other interested persons, 
written comments received on or before the clos- 
ing date for comments, unless accorded confiden- 
tial treatment pursuant to statute or rule of the 
Commission, become a part of the public record of 
the adjudication. The Commission, in its discre- 
tion, may accept and include in the public record 
written comments filed with the Commission after 
the closing date. 


PART 202—INFORMAL AND OTHER PROCE- 
DURES 


3. By amending §202.6 by revising paragraph (b) 
and adding paragraph (c) to read as follows: 


§202.6 Adoption, revision, and rescission of rules 
and regulations of general application. 


(b) After preliminary consideration by the Commis- 
sion a draft of the proposed rule is published in the 
FEDERAL REGISTER and mailed to interested 
persons (e.g., other interested regulatory bodies, 
principal registrants or persons to be affected, 
stock exchanges, professional societies and lead- 
ing authorities on the subject concerned and other 
persons requesting such draft) for comments. Un- 
less accorded confidential treatment pursuant to 
statute or rule of the Commission, written com- 
ments filed with the Commission on or before the 
closing date for comments become a part of the 
public record upon the proposed rule. The Com- 
mission, in its discretion, may accept and include 
in the public record written comments received by 
the Commission after the closing date. 


(c) Following analysis of comments received, the 
rule may be adopted in the form published or in a 
revised form in the light of such comments. In 
some cases, a revised draft is prepared and pub- 
lished and, where appropriate, an oral hearing 
may be held before final action upon the proposal. 
Any interested person may appear at the hearing 
and/or may submit written comment for considera- 
tion in accordance with the Commission’s notice of 
the rulemaking procedure to be followed. The rule 
in the form in which it is adopted by the Commis- 


sion is publicly released and is published in the 
FEDERAL REGISTER. 


(Sec. 19(a), 48 Stat. 908; Sec. 23(a), 48 Stat. 901; 
Sec. 20(a), 49 Stat. 833; Sec. 319 (a), 53 Stat. 
1173; Sec. 38(a), 54 Stat. 841; Sec. 211(a), 54 
Stat. 855; (15 U.S.C. 77s(a), 78w(a), 78t(a), 
77sss(a), 80a-37(a), 80b-11(a))). 


By the Commission 


George A. Fitzsimmons 
Secretary 


June, 1979 





SECURITIES ACT OF 1933 
Rel. No. 6078/June 14, 1979 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 15920/June 14, 1979 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 21100/June 14, 1979 


INVESTMENT COMPANY ACT OF 1940 
Rel. No. 10737/June 14, 1979 


ACCOUNTING SERIES 
Rel. No. 264/June 14, 1979 


PART 211—INTERPRETATIVE RELEASE TO 
ACCOUNTING MATTERS 


Scope of Services by Independent Accountants 
AGENCY: Securities and Exchange Commission. 
ACTION: Interpretation. 

SUMMARY: The federal securities laws impose 
upon the Commission responsibilities regarding 
the independence of those accountants who issue 
reports on financial statements which are required 


to be filed with the Commission. Accordingly, in 
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this interpretative release the Commission states 
its views concerning certain factors which ac- 
countants should consider in assessing the possi- 
ble effects upon their independence of the per- 
formance of nonaudit services for publicly-held 
audit clients. In addition, because of the impact 
which any impairment of the auditor's independ- 
ence, either in fact or in appearance, could have 
on the credibility and usefulness of the audit re- 
port, the Commission also sets forth certain fac- 
tors which audit committees, boards of directors, 
and managements should consider in determining 
whether to engage their independent accountants 
to perform nonaudit services. 


DATE: June 14, 1979. 


ADDRESSES: The Commission invites written 
submissions concerning the interpretation set forth 
in this release and the practical experience of ac- 
countants and registrants with its application. All 
comments should be filed, in triplicate, with 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Submissions should 
refer to File No. S7-785 and, unless confidential 
treatment is authorized, will be available for public 
inspection and copying at the Commission's Public 
Reference Room, 1100 L Street, N.W., Washing- 
ton, D.C. FOR FURTHER INFORMATION CON- 
TACT: Clarence M. Staubs (202-755-0222) or 
Edmund Coulson (202-472-3782), Office of the 
Chief Accountant, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. 


SUPPLEMENTARY INFORMATION: 


Scope of Services by Independent Accounts 


1. Background 


Since its inception, the Commission has consid- 
ered the independence of the auditors who exam- 
ine financial statements filed with the Commission 
as central to the effective implementation of the 
federal securities laws.’ More recently, in re- 
sponse to the rise, primarily in the last decade, of 





1Rule 2-01 of Regulation S-X, 17 CFR 210.2-01, 
provides in part: 
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the performance of nonaudit or “management ad- 
visory services” (“MAS”) by accounting firms, th 

Commission has been concerned particularly with 
the effect of the performance of MAS on the inde- 
pendence of public auditors and on the resulting 
reliability of documents filed with the Commission. 


These issues have been the subject of much dis- 
cussion. The problem has been addressed in vari- 
ous fora by the accounting profession,? scholars,° 





(b) The Commission will not recognize 
any certified public accountant or public 
accountant as independent who is not in 
fact independent. 


(c) In determining whether an account- 
ant may in fact be not independent with 
respect to a particular person, the 
Commission will give appropriate con- 
sideration to all relevant circumstances, 
including evidence bearing on all re- 
lationships between the accountant and 
that person or any affiliate thereof, and 
will not confine itself to the relationships 
existing in connection with the filing of 
reports with the Commission. 


In various Accounting Series Releases, beginning 
with ASR No. 47 (January 25, 1944), the Commis- 
sion has provided guidance concerning the cir- 
cumstances which it would consider indicative of a 
lack of independence on the part of a public au- 
ditor. 


2E.g., “Reports, Conclusions and Recommenda- 
tions,’” The Commission on Auditors’ Respon- 
sibilities, (1978) at Section 9. 


3E.g., R.K. Mautz and Hussein A. Sharaft, “The 
Philosophy of Auditing,” American Accounting As- 
sociation (1961): 228; Abraham J. Briloff, ‘Old 
Myths and New Realities in Accounting,” The Ac- 
counting Review 41 (July 1966): 484-95; Ronald 
V. Hartley and Timothy L. Ross, “MAS and Audit 
Independence: An Image Problem,” The Journal 
of Accountancy (November 1972): 42-51; David 
Lavin, ‘Perceptions of the Independence of the 
Auditor,’”’ The Accounting Review 51 (January 
1976): 41-51; Arthur A. Schulte, Jr., “Compatibility 
of Management Consulting and Auditing,” The Ac- 
counting Review 40 (July 1965): 587-93; Pierre L. 
Titard, “Independence and MAS: Opinions of Fi- 
nancial Statement Users,” The Journal of Ac- 
countancy (July 1971): 47-52. 





the Commission,* the Congress® and most re- 
cently the Public Oversight Board of the SEC 
Practice Section of the Division for CPA Firms of 
the American Institute of Certified Public Account- 
ants.® 


While there has been no firm consensus resulting 
from this dialogue, the growing array of nonaudit 
services offered by some independent public 
accountants—and the growing importance of 
management advisory services to the revenues, 
profits, and competitive position of accounting 
firms—are a cause for legitimate concern as to the 
impact of these activities on auditor independence, 
objectivity, and professionalism. The issue is both 
one of appearance and of fact; if public confidence 
in the integrity of financial reporting is to be main- 
tained, it is of the utmost importance that public 
confidence in the objectivity of independent audit- 
ors be similarly maintained. That goal demands 
continuing awareness and sensitivity to concerns 
about the independence of accountants. Auditors 
of publicly-held companies have a duty to inves- 
tors and other users of financial information—and 
to the accounting profession—to assure that their 
audit engagements have been conducted, in fact 
and in appearance, with the highest degree of in- 
tegrity and objectivity. 


In light of these concerns, in September 1977, the 
Commission issued for comment proposed 
amendments to Schedule 14A of the Securities 





4E.g., Securities Act Release Nos. 5869 [42 FR 
53635] (September 26, 1977), and 5940 [43 FR 
29110] (June 29, 1978). 


5E.g., “Improving the Accountability of Publicly 
Owned Corporations and their Auditors,” Report of 
the Subcommittee on Reports, Accounting and 
Management of the Committee on Governmental 
Affairs, 95th Cong., 1st Sess. (Committee Print 
1977) at 16-17. 


6 Public Oversight Board Report, “Scope of Serv- 
ices by CPA Firms,” published for the Public 
Oversight Board of the SEC Practice Section of 
the Division for CPA Firms of the American Insti- 
tute of Certified Public Accountants (AICPA 1979). 
(Hereinafter referred to as the “POB Report’) 
Copies are available from the AICPA, 1620 Eye 
Street, N.W., Washington, D.C. 20006. 


Exchange Act of 1934.” The proposed amend- 
ments would have required disclosure of all 
nonaudit services performed by an independent 
auditor for audit clients, as well as of the specific 
fees charged for each nonaudit service. As is indi- 
cated in Release No. 5869, the Commission 
sought this disclosure to “provide objective evi- 
dence of the types and amounts of services being 
provided by auditors,” and to permit shareholders 
to compare fees paid by similar companies for 
similar services. At the same time, the Commis- 
sion solicited comments and information on the 
scope of services accountants actually provide to 
their audit clients. 


In June 1978, after considering the public com- 
ments regarding this proposal, the Commission, in 
Accounting Series Release No. 250, adopted a 
rule requiring disclosure in proxy statements of 
services provided by the registrant’s principal in- 
dependent accountant and disclosure of whether 
the board of directors or its audit or similar com- 
mittee had approved each service and considered 
its possible effect on independence. In ASR No. 
250, the Commission also indicated that it had not 
yet determined whether it should propose rules to 
prohibit public accountants from rendering certain 
types of services to their publicly-held audit 
clients. The Commission noted that the SEC Prac- 
tice Section had asked the Public Oversight Board 
to consider the matter and stated that the Board 
should be given an opportunity to present its con- 
clusions before the Commission acted. This view 
was reaffirmed in the July 1978 Commission “Re- 
port to Congress on the Accounting Profession 
and the Commission’s Oversight Role.’’? 


On March 9, 1979, the Board submitted its report 


to the Executive Committee of the SEC Practice 
Section.'° The Board indicates that it generally 





7 Securities Act Release No. 5869 [42 FR 53635] 
(September 26, 1977). 


8 Securities Act Release No. 5940 [43 FR 29110] 
(June 29, 1978). 


® Securities and Exchange Commission, 95th 
Cong., 2nd Sess. (Committee Print 1978), p. 16. 


10 The Board’s conclusions and recommendations 
are set forth on pp. 4-6 of the POB Report. 
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rejects any limitations on MAS practice on the 
theory that available “empirical evidence” does 
not reveal any actual instances where the furnish- 
ing of MAS has impaired independence. However, 
as the Board concedes, the absence of evidence 
does not necessarily mean that such abuses do 
not exist or have not occurred,'' nor does it allay 
the concerns which arise because certain relation- 
ships between the auditor and his client may rea- 
sonably appear to compromise the objectivity of 
the independent auditor. The Board, nonetheless, 
concluded that proscriptive solutions to the scope 
of services issue are not necessary at this time.'2 


ll. Commission’s Position 


The Commission has reviewed the report of the 
POB and believes that it does not adequately sen- 
sitize the profession and its clients to the potential 
effects on the independence of accountants of 
performance of nonaudit services for audit clients. 
While the Commission is not proposing proscrip- 
tive rules at this time, it believes that continued 
surveillance of the potential effects of such serv- 
ices on independence is essential. Therefore, the 
Commission is urging those responsible for deci- 
sions with respect to nonaudit services—including 
accounting firms, audit committees, boards of di- 
rectors, and managements—to give careful atten- 
tion to the performance of nonaudit services for 
audit clients. While each of these participants has 
somewhat different perspectives, all should be 
concerned about the effect that a possible impair- 
ment of the objectivity and professional image of 
independent accountants may have on the cred- 
ibility and integrity of auditors’ reports and on cor- 
porate financial reporting in general. 





11 POB Report, p. 35. The Commission encour- 
ages additional empirical study of this issue. 


12 The Board has recommended that the SEC 
Practice Section’s peer review program should be 
expanded to review MAS engagements to deter- 
mine whether such engagements impaired the au- 
ditor’s independence in rendering an opinion of the 
fairness of the client’s financial statements. [POB 
Report, p. 45]. The Commission also believes this 
expansion of the peer review program is neces- 
sary, recognizing that the peer reviewers should 
consider all the pertinent facts of particular cases 
in evaluating any MAS impact on independence. 
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For these reasons, the Commission has deter- 
mined to set forth its views concerning contain 
factors which accountants should consider in as- 
sessing the possible effects upon their independ- 
ence of the performance of nonaudit services for 
publicly-held audit clients. In addition, because of 
the impact which any impairment of the auditor's 
independence, either in fact or in appearance, 
could have on the credibility and usefulness of the 
audit report and thus the client’s financial report- 
ing, the Commission is setting forth certain factors 
which audit committees, boards of directors, and 
managements should consider in determining 
whether to engage their independent accountants 
to perform nonaudit services. 


A. Independent Accountants 


Accounting firms and individual accountants who 
act as independent auditors for public corporations 
have a statutory responsibility to safeguard their 
independence, both in fact and in appearance. As 
the POB Report indicated: 


While it is, of course, essential that an 
auditor preserve his objectivity and in- 
tegrity from his own viewpoint, com- 
monly called “independence in fact,” it 
is also important that the auditor appear 
independent to all users of the financial 
information he provides. This latter con- 
cept is a key ingredient to the value of 
the audit function, since users of audit 
reports must be able to rely on the inde- 
pendent auditor. If they perceive that 
there is a lack of independence, 
whether or not such a deficiency exists, 
much of that value is lost.'s 


In a fundamental sense, independence is not an 
attitude which can be mandated by rule,'* but 
rather is a goal which must be addressed by indi- 
vidual accountants in their day-to-day activities. 





13 POB Report, p. 27. 


14 Certain situations exist where the potential for 
an appearance of a conflict of interest is so great 
that the Commission or the profession has prohib- 
ited them—e.g., financial interest in an audit 
client. [Rule 2-01 of Regulation S-X (17 CFR 
210.2-01)]. 





However, public confidence is influenced not only 
by fact, but also by appearances, impressions, and 
perceptions. The Commission believes that public 
confidence is significantly lessened if auditors en- 
gage in activities and services that the public per- 
ceives as foreign to the expected role of the au- 
ditor.‘5 Accountants—as individuals, firms, and as 
a profession—must consider the appropriateness 
of the nonaudit services provided to audit clients.'® 
Public trust and confidence in the integrity of the 
financial reporting system and the auditor's report 
should be of prime importance to every account- 
ant. 


Accountants who audit publicly-held companies 
should exercise self-restraint and judgment in de- 
termining which nonaudit services are appropriate 
in specific cases. In discharging this obligation, 
there are several key factors which the Commis- 
sion believes that accountants should bear in 
mind. 


1. Dependence on MAS 


Accountants should consider the aggregate rev- 
enues generated from MAS and the relationship of 
those revenues to total firm revenues.'” Similarly, 
in considering a particular MAS engagement for a 





15 See text which accompanies note 25 infra. As 
the Commission on Auditors’ Responsibilities 
stated: “Firms should not expand their offerings of 
other services without careful consideration of the 
trade-offs involved.” The Commission on Auditors’ 
Responsibilities: ‘Report, Conclusions and Rec- 
ommendations,” (1978), p. 103. As to the risk that 
dependence on MAS fees will jeopardize auditor 
independence, see text following note 17, infra. 


16 As indicated by the Board: “ ... there is enough 
concern about the scope of services in responsible 
quarters so that the question cannot be dismissed 
as a nonproblem. The Board believes that there is 
potential danger to the public interest and to the 
profession in the unlimited expansion of MAS to 
audit clients, and some moderating principles and 
procedures are needed.” POB Report, p. 56. 


17 In this respect, the Board indicates that the re- 
porting requirements for membership in the SEC 
Practice Section include a statement of gross fees 
for accounting and auditing, tax, and MAS ex- 


publicly-held audit client, the accountant should 
examine the relationship between the audit fee 
and the proposed MAS fee. While hard and fast 
lines cannot be drawn, any firm which finds that a 
substantial portion of its aggregate revenue arises 
from nonaudit engagements should seriously 
evaluate the resulting impact on its image as a 
professional accounting firm and from the 
standpoint of the potential for impairment of its in- 
dependence. Similarly, where the firm's revenues 
from a given audit client are heavily weighted to- 
ward MAS revenue, the impact on both the fact 
and appearance of independence merits 
throughtful review. Although the Commission does 
not advocate that accountants forego MAS en- 
gagements solely on the basis of the magnitude of 
the related fee, the Commission does believe that 
this is an issue which requires the profession's 
scrutiny. 


2. Avoidance of Supplanting Management's Role 


Accountants must exercise care to ensure that 
they serve only in an advisory capacity. They can- 
not make management decisions and they must 
avoid situations which will give that appearance. In 
Accounting Series Release No. 126, the Commis- 
sion described this relationship as follows: 


A part of the rationale which underlies 
any rule on independence is that mana- 
gerial and decision-making functions 
are the responsibility of the client and 
not of the independent accountant. It is 





pressed as a percentage of total gross fees. The 
Board further indicates: ‘‘With these figures, 
shareholders and the general investing public can 
review the relative amount of nonaudit work indi- 
vidual auditing firms perform and assess whether 
their primary service of auditing financial state- 
ments is being diluted. If the public or boards of 
directors are concerned with any such trend, they 
can respond by engaging audit firms that have not 
chosen that course.” In addition, the Board rec- 
ommends adding a requirement that the members’ 
annual disclosure statement reveal the relative 
importance of MAS to accounting and auditing as 
furnished only to audit clients. The Board believes 
that such data could be helpful to observers con- 
cerned with this question and to the Board in any 
further examination of this question”[POB Report, 
pp. 43-44]. 
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felt that if the independent accountant 
were to perform functions of this nature, 
he would develop, or appear to develop, 
a mutuality of interest with his client 
which would differ only in degree, but 
not in kind, from that of an employee. 
And where this relationship appears to 
exist, it may be logically inferred that the 
accountant’s professional judgment to- 
ward the particular client might be prej- 
udiced in that he would, in effect, be au- 
diting the results of his own work, 
thereby destroying the objectivity sought 
by shareholders. Consequently, the 
performance of such functions is fun- 
damentally inconsistent with an impar- 
tial examination. However, it is the role 
of the accountant to advise manage- 
ment and to offer professional advice on 
their problems. Therefore, the problem 
posed by this dilemma is to ascertain 
the point where advice ends and mana- 
gerial responsibility begins.'® 


Where a registrant’s managerial expertise in a 
particular area is weak, there is an increased pos- 
sibility that outside individuals providing MAS will 
find themselves called upon to assume a de facto 
managerial role, rather than merely to provide ad- 
vice. Accordingly, accountants engaged to perform 
nonaudit services for their audit clients must be 
particularly careful not to accept engagements 
where management does not have the expertise’? 
or the inclination to utilize their advice as a basis, 
rather than a substitute, for management decision 
making. 


3. Avoidance of Self-Review 


A related problem which MAS engagements may 
raise is that, as the auditor—through an MAS 
practice—becomes enmeshed, for example, in 
structuring the client’s internal accounting controls 
or designing its accounting system, the client loses 





18 Securities Act Release No. 5270 [37 FR 14294] 
(July 5, 1972). 


18 Such expertise could, however, be provided by 
consultants or experts (other than the auditor) out- 
side the company. 
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the benefits which normally result from the outside 
auditor’s dispassionate review of these systems. 
Stated simply, the auditor, as the architect of the 
system, can no longer provide management with 
the “second look” normally expected from an in- 
dependent, professional accountant. Accountants 
must recognize that, particularly in areas where 
management expertise is weak, there is a great 
potential for the inadvertent creation of auditor 
self-review. In such situations, auditors take on 
special obligations if they elect to proceed with the 
MAS work. For example, when an accounting firm 
has assisted in the design of an internal account- 
ing control system for an audit client, the auditor 
must recognize the need to exercise extreme care 
and a heightened sensitivity to assure an objective 
evaluation of the implementation of that system at 
a later date.2! 





20 For example, the Board, in discussing actuarial 
services, concludes that an independent auditor 
who serves as enrolled actuary of an employee 
benefit plan and who also audits that plan or the 
plan’s sponsor is simply performing an independ- 
ent professional service outside of management's 
traditional area of operation and expertise. The 
auditor is not making management decisions and 
should not be viewed as being part of manage- 
ment’s team. However, when furnishing actuarial 
services to insurance company audit clients 
(where actuarial considerations are integrally re- 
lated to the role and responsibility of manage- 
ment), care must be taken to limit those services 
to advice and technical assistance. To avoid the 
appearance of exceeding such an advisory role, 
accounting firms should not furnish such services 
unless they are supplemental to primary actuarial 
advice furnished by another actuary not as- 
sociated with the accounting firm. POB Report, pp. 
52-53. 


The Commission agrees that accounting firms 
should restrict their actuarial services for insur- 
ance company clients to supplementing the work 
of unaffiliated actuaries. In other situations, such 
as the provision of actuarial services to employee 
benefit plans of audit clients, the Commission be- 
lieves that the factors identified in this release 
must be considered. 


21 See Securities Exchange Act of 1934 Release 
No. 15772 [44 FR 26702], (April 30, 1979). 





4. Impact on Audit Quality 


Consideration should also be given to the possibil- 
ity of enhanced audit quality which might result 
from the performance of certain nonaudit services. 
An in-depth understanding of a client’s business is 
important to an effective audit. The broader base 
of knowledge about, and greater understanding of, 
the business which often results from the perform- 
ance of nonaudit services may improve the effi- 
ciency and thoroughness of the audit. This broader 
perspective on the audit is healthy and desirable, 
and the Commission recognizes it as a potential 
positive benefit of MAS.22 Of course, if MAS is 
performed by a separate department or official of 
the accounting firm, with little or no interaction, this 
transference value would not appear to exist.2% 
And, in this connection, auditors must recognize 
that the acceptance of an MAS engagement may 
well carry with it the corresponding obligation to 
bring the knowledge gained in the course of the 
MAS work to bear on the audit. Auditors who failed 
to act upon information known to their MAS col- 
leagues would, in the Commission’s judgment, run 
a substantial risk. 


ee 5. Relation of Engagement to Audit Skills 


In 1977, the Senate Subcommittee on Reports, 
Accounting and Management—while rejecting the 
more sweeping position of its staff?*—stated that 
the best policy with respect to management advis- 
ory services: 


is to require tha the independent auditor 
of a publicly owned corporation perform 





22 The auditor’s review of internal accounting con- 
trol systems, for example, would appear to have 
high potential benefits of this nature. 


23 To foster continued improvements in audit qual- 
ity, the Board has suggested that accounting firms 
should apply their MAS expertise to the audit func- 
tion to the fullest extent possible [POB Report, pp. 
18-19]. 


24 “The Accounting Establishment,” A Staff Study, 
prepared by the Subcommittee on Reports, Ac- 
counting, and Management of the Committee on 
Government Operations of the United States Sen- 
ate, 95th Cong., 1st Sess., March 31, 1977, at 22. 


only services directly related to ac- 
counting. Non-accounting management 
services such as executive recruitment, 
marketing analysis, plant-layout, prod- 
uct analysis and actuarial services 
*** should be discontinued.?5 


Subsequently, the Executive Committee of the 
SEC Practice Section proposed, on May 8, 1978, 
to amend the Section’s organizational document to 
prohibit members from furnishing services to 
publicly-held audit clients when those services 
would require skills “not related to accounting or 
auditing.”26 The POB, in its report, recommended 
against adoption of this limitation.2” 





25 Report of the Subcommittee on Reports, Ac- 
counting and Management of the Committee on 
Governmental Affairs of the United States Senate, 
“Improving the Accountability of Publicly Owned 
Corporations and Their Auditors,” 95th Cong., 1st 
Sess., November, 1977, at 16. 


26 Proposed Amendment to Section IV, 3(i) of the 
Organizational Structure and Functions of the SEC 
Practice Section of the AICPA Division for CPA 
Firms, included as Addendum B to the POB Re- 
port. The effective performance of an audit re- 
quires some familiarity with virtually every phase 
of the client's business. Accordingly, the Executive 
Committee’s constraint that MAS be limited to 
services “not related to *** auditing” may be con- 
siderably narrower than that contemplated by the 
Senate Subcommittee. Because of the breadth 
and vagueness of the Executive Committee’s pro- 
posal, the Commission's staff did not support it. 


27 Specifically, the Board recommended that: 


“At this time no rules should be imposed 
to prohibit specific services on the 
grounds that they are or may be incom- 
patible with the profession of public ac- 
counting, might impair the image of the 
profession, or do not involve accounting 
or auditing related skills.” [POB Report, 
pri: 


In the March 9, 1979 letter transmitting its Report 
to the Executive Committee of the SEC Practice 
Section, the Board stated that it: “has not viewed 
favorably the effort of the Executive Committee to 
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The Commission recognizes that this is an area in 
which bright lines cannot easily be drawn and that 
the difficulties in identifying those advisory serv- 
ices which are rationally related to auditing are 
formidable.2® For that reason, the Commission is 
not of the view that this factor be explicitly included 
among the considerations addressed in deciding 
whether to enter into a particular MAS engage- 
ment. However, the Commission does wish to em- 
phasize the fact that it appears difficult to isolate 
any substantial benefits to either the public's trust 
and confidence in the integrity of the accounting 
profession or in the quality and thoroughness of 
the auditor’s work which accrue when auditors en- 
gage in what becomes principally a management 
consulting business. There may, however, be 
negative consequences. To the extent, for exam- 
ple, that a substantial part of the staff of an ac- 
counting firm views itself as consultants, and its 
relation with the firm’s clients as that of an advisor, 
the firm’s commitment to independence and integ- 
rity may be eroded. Moreover, as a practical mat- 
ter, accounting firms offer their audit services to 
potential clients on the basis—not solely of the 
audit services they can render—but on the basis of 
the entire range of client services available from 
the firm. For this reason, there may be an unfortu- 
nate tendency for firms to compete with one 
another as to the scope of nonaudit services avail- 
able, and some firms may feel compelled to match 
the services offered by their competitors. This 
phenomenon tends to result in a constant expan- 
sion in the range of MAS which accounting firms 
offer; whether or not this is healthy for the profes- 


sionalism and reputation of accountants is open to 
serious question. 


The Commission believes that, in considering any 
non-audit engagement with a public audit client, 
the accountant should test the services in question 
against each of these factors and proceed when 
satisfied that the total balance of considerations 
favors proceeding with the engagement and that 
none of the factors tilts strongly against perform- 
ance of the nonaudit work involved. In each in- 
stance, an exercise of judgment is necessary, and 
auditors should bear in mind their responsibility— 
not only to the financial welfare of the accounting 
firm—but also to the integrity and reputation of the 
profession as a whole.?9 








Continued from preceding page 


engage in a series of determinations on hypotheti- 
cal situations with respect to which management 
advisory service (MAS) engagements do, and 
which do not, involve skills related to accounting or 
auditing. The Board believes that this approach 
would involve the Executive Committee in an array 
of ad hoc judgments which would become, or ap- 
pear to be, increasingly arbitrary, and that it lends 
itself to logical extensions beyond the policy pur- 
pose sought to be achieved. We believe that it is 
wiser for the Executive Committee to adhere to the 
concept of independence and the appearance 
thereof as sole the governing principle.” 
[Transmittal letter, p. 1]. 


28 See n. 26, supra. 
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22 Some MAS services for audit clients which have 
become increasingly common in recent years may, 
in many cases, prove difficult to justify on the basis 
of the tests set forth above. For example, actuarial 
services; psychological testing; consumer surveys 
and opinion polls; plant layout services; and em- 
ployee compensation and benefit consulting are 
some of the more obvious services which seem to 
carry a potential for impairment of independence, 
jeopardization of the profession’s reputation, crea- 
tion of self-review situations, or other undesirable 
consequences; at the same time, such services 
may have little potential benefit to the profession's 
stature and effectiveness. In special cases, of 
course, justification may exist for the rendering of 
some of these services fo audit clients. 


Some services have been banned by the SEC 
Practice Section and thus the application of the 
factors set forth in this release to those services is 
irrelevant for Section members. For example, the 
Organization Document, as amended by the 
Executive Committee on May 26, 1978, of the SEC 
Practice Section of the AICPA Division for CPA 
Firms proscribes both acting, for a fee, as a finder 
for mergers and acquisitions and executive re- 
cruiting services. Similarly, the Commission be- 
lieves that the application of the factors set forth in 
this release would normally preclude non- 
members from performing these services for their 
clients. 





B. Audit Committees, Boards of Directors, and 
Managements 


Audit committees, boards of directors, and man- 
agements have a responsibility to act in the best 
interest of their shareholders and must therefore 
be concerned about the credibility of their financial 
reporting. To the extent that the independence, in 
fact or in appearance, of the entity’s auditor may 
be called into question, the credibility of the finan- 
cial statements will be similarly questioned. Ac- 
cordingly, the impact on auditor independence of 
potential MAS engagements should be of direct 
concern to the issuer and especially its independ- 
ent audit committee.°° Set forth below are certain 
factors which the Commission believes should be 
weighed in discharging this responsibility.*" 


1. Economic Benefit 


Often there are economic and other benefits as- 
sociated with having the independent auditor pro- 
vide nonaudit services, and, since corporate man- 
agement and directors owe primary allegiance to 
their shareholders, this is certainly a legitimate 
consideration in their decision-making. However, 
while there may be demonstrable benefits as- 
sociated with such services as corporate tax return 
preparation and internal accounting control review, 
the benefits, in many other instances, such as the 
rendering of actuarial services, plant layout and 
market studies, may be more imaginary than real. 
Therefore, care must be exercised to assure that 





30As the Commission on Auditors’ Responsibilities 
stated: “An audit committee of the board of direc- 
tors is ideally situated to evaluate the trade-offs 
involved in having audit and other services per- 
formed by the same public accounting firm. 
Knowledge of active participation by the board or 
audit committee may lessen the concern of some 
users about potential conflicts.” “Reports, Conclu- 
sions and Recommendations,” The Commission 
on Auditors’ Responsibilities, (1978) at p. 103. 


31 Several of these factors correspond to those 
treated earlier in this release. In applying the 
criteria addressed to the client's audit committee, 
board, and management, careful attention should 
be devoted to the discussion of the accountant’s 
obligations in each of the areas of common con- 
sideration. 


the benefits, weighed against the potential ad- 
verse effects, of engaging an auditor to perform 
nonaudit services represent a real advantage to 
the client. Potential benefits may include the sav- 
ings in time and money which the auditor’s specific 
knowledge of the accounting records and financial 
transactions of a company will yield in connection 
with the MAS engagement. For example, tax ad- 
visory services frequently involve working with 
many of the same accounting records and finan- 
cial transactions as were utilized in performing the 
audit. Thus, where someone other than the auditor 
performs this service very substantial additional 
costs—in terms of professional fees consumed 
while obtaining knowledge of the company, inter- 
nal costs to the company, and the quality of the 
resultant advice—could result. Audit committees, 
boards of directors and managements should rec- 
ognize the need to gather sufficient information in 
order to make this comparison in reaching judg- 
ments. 


Conversely, certain services, such as executive 
recruiting and employee compensation and benefit 
consulting, can be rendered by persons without 
audit experience at a cost comparable to that 
charged by the auditor. In these situations, the 
possible adverse impact upon public confidence in 
auditor independence should weigh more heavily 
in the analysis. 


2. Avoidance of Supplanting Management's Role 


As discussed above, in performing nonaudit serv- 
ices, independent accountants should serve in an 
advisory capacity oniy and must not make man- 
agement decisions or participate in the conduct of 
a registrant's operations. Management should 
share the problems and concerns of its independ- 
ent accountants in this regard, and it should en- 
sure that it has sufficient competence in the area 
involved in the proposed nonaudit service to make 
appropriate management decisions. 


3. Avoidance of Self-Review 


Similarly, management, like the auditor, must be 
sensitive to the fact that registrants, in engaging 
their auditors to perform services such as design 
of accounting systems, lose the opportunity for the 
“outside look” normally obtained when the audit is 
performed. To some extent, this may be mitigated 
by the benefit to the registrant of using its inde- 
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pendent accountants to perform those services 
heavily dependent on the auditor's knowledge of 
the company, and the registrant's audit committee 
or board of directors should weigh carefully the 
projected benefits against any potential adverse 
effect. Considerations of relative cost and alter- 
nate availability of services may take on a greater 
significance in the deliberations of smaller busi- 
nesses than would be expected in other instances. 


4. Auditor's Dependence on MAS 


Finally, the audit committee, board and manage- 
ment should consider the relationship of the 
aggregate amount of nonaudit service fees to audit 
fees. The Commission recognizes that this re- 
lationship may vary from year-to-year depending 
on a registrant's need for particular services and 
does not believe it is desirable to establish a par- 
ticular percentage relationship as a maximum in 
any given year. The relationship should be 
evaluated regularly, however, in terms of both rel- 
ative magnitude and trend.%? 


ill. Conclusion 


The possible effect upon auditor independence of 
performing nonaudit services for audit clients is a 
complex issue. The Commission, in identifying the 
factors set forth above, is neither proposing to 
proscribe particular nonaudit services regardless 
of the surrounding circumstances nor is it seeking 
to deprecate the very real benefits which may ac- 
crue from certain auditor MAS engagements. 
Rather, the Commission’s objective is to re- 
enforce the sensitivity of interested parties to the 
considerations involved in judging whether par- 
ticular nonaudit services should be rendered by a 
particular registrant’s auditor. In each case, the ul- 
timate issue is one of informed professional judg- 
ment; no set of factors or criteria can substitute for 
the careful, case-by-case evaluation which the 
exercise of that judgment entails. 





32 Information concerning the percentage relation- 
ship between fees for nonaudit services and audit 
fees is presently required to be included in a re- 


gistrant’s proxy statement in accordance with ASR 
No. 250. 
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the scope of services issue. The Commission h 
the responsibility and authority under the securi- 
ties laws to assure that accountants who practice 
before it are independent and will continue its 
oversight of this area, principally through staff 
monitoring of the disclosures required under ASR 
No. 250 and of the profession’s response to both 
the views expressed in this release and to the 
Public Oversight Board’s recommendations. The 
Commission's staff will also continue to examine 
particular cases in which questions arise con- 
cerning the independence of accountants who 
practice before the Commission, and compilations 
of such inquiries will be published from time to 
time.%3 


This release in not the end of the examination | 


The Commission recognizes that the question of 
independent auditor MAS activity is both difficult 
and controversial. If future events indicate that 
further action is necessary, the Commission 
stands ready to reconsider this issue in order to 
assure the confidence of investors in the financial 
reporting of publicly-held companies. In order to 
facilitate that process, the Commission invites 
public comment on the factors set forth in this in, 
terpretation and on the experience of the profes 
sion and the corporate community in applying 
them to concrete fact patterns. All comments 
should be filed, in triplicate, with George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washing- 
ton, D.C. 20549. Submissions should refer to File 
No. S7-785 and, unless confidential treatment is 
authorized,*4 will be available for inspection and 





33 E.g., Accounting Series Release No. 234 [42 FR 
64304] (December 13, 1977). 


34 The Commission recognizes that comments re- 
flecting specific experience with this interpretation 
may, in some cases, reflect confidential business 
information not appropriate for public dissemina- 
tion. Those wishing to make application for confi- 
dential treatment of any part of their submission 
should state that fact prominently on the first page 
or cover sheet thereof. See generally Sectio 

23(a)(3) of the Securities Exchange Act of oo 
15 U.S.C. 78w(a)(3). 





copying at the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 14, 1979. 





SECURITIES ACT OF 1933 
Rel. No. 6079/June 14, 1979 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 15921/June 14, 1979 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 21101/June 14, 1979 


OIL AND GAS PRODUCERS—DISCLOSURE 
REQUIREMENTS 


AGENCY: Securities and Exchange Commission. 
ACTION: Proposed rules. 


SUMMARY: The Commission has published rules 
in Accounting Series Release No. 253 that estab- 
lish financial accounting and reporting practices 
for oil and gas producing activities. In addition, it 
has proposed rules (in Release No. 33-5969) re- 
quiring the presentation of a supplemental earn- 
ings summary of oil and gas producing activities 
prepared on the basis of reserve recognition ac- 
counting. The Commission has been advised that 
the audit requirement in its rules and proposed 
rules:‘may not be practicable for fiscal years ending 
before December 26, 1980 because of the state of 
development of standards for reserve evaluation 
and reporting. Therefore, the Commission is prop- 
osing an amendment to its reporting requirements 
for oil and gas producers. The amendment would 
permit the financial statement disclosure of oil and 
gas reserve information required by Regulation 
S-X, Rule 3-18(k)(5) and (k)(6) to be made in a 
note or separate schedule designated ‘‘unaudited” 


for fiscal years ending before December 26, 1980. 
The Commission is also announcing its intention to 
permit the same designation with respect to any 
required supplemental earnings summary based 
on reserve recognition accounting (proposed by 
Securities Act Release No. 5969 [43 FR 40726)) 
for such fiscal years. The postponement of the 
audit requirement is intended to allow additional 
time to establish and implement uniform guidelines 
and standards for reserve evaluation and report- 
ing. 


DATE: Comments should be submitted on or be- 
fore July 31, 1979. 


ADDRESS: Comments should refer to file S7-786 
and should be submitted in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. All com- 
ments will be available for public inspection. 


FOR FURTHER INFORMATION CONTACT: 
James D. Hall, Office of the Chief Accountant, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549 (202755- 
0222). 


SUPPLEMENTARY INFORMATION: In Account- 
ing Series Release No. 253 (“ASR No. 253”), Au- 
gust 31, 1978, (43 FR 40688), the Commission 
adopted requirements for the disclosure of oil and 
gas reserve information (reserve quantities, esti- 
mated future net revenues, and present value of 
future net revenues) in the body of the financial 
statements, in the notes thereto, or in a separate 
schedule that is an integral part of the financial 
statements for years ending after December 25, 
1979. In addition, the Commission, in Release No. 
33-5969 [43 FR 40726], proposed that a supple- 
mental earnings summary based on reserve rec- 
ognition accounting be included as part of the fi- 
nancial statements for years ending after De- 
cember 25, 1979. Final rules for the supplemental 
earnings summary have not yet been adopted and 
the comment period on that release has been re- 
opened until July 25, 1979. 


In ASR No. 253, the Commission noted that con- 
cerns had been expressed regarding the inclusion 
of oil and gas reserve information in financial 
statements because of the inherent imprecision of 
the data and the lack of expertise of independent 
public accountants with reserve estimations. In 
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adopting its requirements, the Commission pointed 
out that the AICPA’s Auditing Standards Executive 
Committee (since replaced by the Auditing Stand- 
ards Board) had under consideration a proposed 
audit guide which would establish auditing proce- 
dures, including criteria for the auditor's use of 
specialists with expertise in estimating oil and gas 
reserves. By using such specialists, “auditors .. . 
should be able to perform sufficient audit proce- 
dures to enable them to reach opinions on finan- 
cial statements that include information on oil and 
gas reserves.” 


Since the publication of ASR No. 253, there have 
been a number of developments that are relevant 
to the requirement that oil and gas reserve infor- 
mation be audited. 


In April 1979, the AICPA issued for public com- 
ment a proposed industry audit and accounting 
guide which provides that the auditor ordinarily 
should obtain a consulting reservoir engineer’s 
opinion covering all, or in certain cases a portion, 
of the entity’s reserve information to satisfy the re- 
quirement that he obtain sufficient, competent evi- 
dential matter concerning information included in 
the financial statements. The comment period for 
this document exends to July 13, 1979. 


The Society of Petroleum Engineers and the Soci- 
ety of Petroleum Evaluation Engineers have ap- 
pointed committees to draft professional standards 
for the evaluation and estimation of oil and gas re- 
serves. Considerable progress has been reported, 
and representatives of these groups anticipate that 
final standards can be adopted in 1979. However, 
this will provide very little opportunity for “field- 
testing” by the engineering profession prior to De- 
cember 31, 1979. Various petroleum engineers 
have stated, in written comments on Release No. 
33-5969, that additional time will be needed to 
establish and implement uniform guidelines and 
standards for reserve evaluations and reporting. 


Concerns have also been expressed as to whether 
there is a sufficient number of petroleum engineers 
to provide independent verifications of oil and gas 
reserve information for all companies subject to 
the Commission’s reporting requirements. Several 
engineering groups have recently conducted sur- 
veys of the availability of petroleum engineers and 
their willingness to engage in reserve verification 
work. None of the surveys have conclusively de- 
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fined the manpower requirements; in part, these 
requirements will depend on the auditing stand- 
ards ultimately developed by the AICPA and the 
estimation and verification standards developed by 
the engineering profession. The availability of suf- 
ficient petroleum engineers also appears to be re- 
lated to the question of whether professional liabil- 
ity insurance can be obtained. Members of the en- 
gineering profession have indicated in comment 
letters that underwriters are reluctant to write in- 
surance in the absence of standards for the re- 
porting of reserve information. 


After considering the progress and developments 
discussed above and the Commission’s ultimate 
objective of developing a standard method of ac- 
counting to be used by oil and gas producers on a 
timely basis, the Commission continues to believe 
that auditor association with the disclosure of re- 
serve information is important. However, it has 
concluded that requiring the audit of this reserve 
information for years ending after December 25, 
1979 but before December 26, 1980 would be 
premature. A one-year postponement of the re- 
quirement that reserve information be audited 
would allow time for the engineering profession to 
establish and implement the necessary standards, 
and for further investigation into questions of man- 
power requirements and availability of professional 
liability insurance. 


The Commission does not expect a one-year 
postponement of the requirement that reserve in- 
formation be audited to adversely affect the timing 
of the Commission’s consideration of further im- 
plementation of reserve recognition accounting. 
The Commission’s consideration of adoption of the 
proposed requirement for a supplemental earnings 
summary does not hinge on whether the informa- 
tion is audited or unaudited for years ending be- 
fore December 26, 1980. Independent auditors 
would be associated with any unaudited supple- 
mental earnings summaries on a review and in- 
quiry basis. Therefore, the Commission is an- 
nouncing its intention to permit any required sup- 
plemental earnings summary based on reserve 
recognition accounting (proposed by Securities 
Act Release No. 5969 [43 FR 40726] to be desig- 
nated “unaudited” for fiscal years ending before 
December 26, 1980. Although the accounting 
profession does not now have standards for au- 
ditor association with unaudited reserve informa- 
tion included in audited financial statements, the 
AICPA has informed the Commission that such _ 





standards can be developed in time for 1979 re- 
ports. 


Accordingly, the Commission is proposing to 
amend §210.3-18(k) of Regulation S-X to permit 
reserve information to be designated ‘‘unaudited” 
in financial statements for fiscal years ending be- 
fore December 26, 1980. The remaining provisions 
of §210.3-18(k) would be unchanged. 


COMMISSION ACTION 


The Commission hereby proposes to amend 17 
CFR Part 210 by adding a sentence to the intro- 
ductory text of §210.3-18 (K) as follows: 


§210.3-18Financial accounting and reporting for 
oil and gas producing activities pursuant 
to the Federal securities laws and the 
Energy Policy and Conservation Act of 
1975. 


* 


(k) Disclosure of quantities of proved oil 
and gas reserves and historical finan- 
cial data. The following data shall be 
disclosed in the body of the financial 
statements, in the notes thereto, or in a 
separate schedule or other presentation 
that is an integral part of the financial 
statements. For fiscal years ending be- 
fore December 26, 1980, the informa- 
tion in sub-paragraphs (5) and (6) of this 
paragraph may be disclosed in a note or 
separate schedule designated ‘‘unau- 
dited.” 


This amendment is being proposed pursuant to 
authority in sections 6, 7, 8, 10 and 19(a) [15 
U.S.C. 77f, 77g, 77h, 77j, 77s] of the Securities 
Act of 1933; sections 12, 13, 15(d) and 23(a) [15 
U.S.C. 787, 78m, 780(d), 78w] of the Securities 
Exchange Act of 1934; sections 5(b), 14 and 20(a) 
[15 U.S.C. 79e, 79n, 79t] of the Public Utility 
Holding Company Act of 1935; sections 8, 30, 
31(c) and 38(a) [15 U.S.C. 80a-8, 80a-29, 80a- 
30(c), 80a-37(a)] of the Investment Company Act 


of 1940; and section 503 [42 U.S.C. 6383] of the 
Energy Policy and Conservation Act of 1975. 


Pursuant to section 23(a)(2) of the Securities Ex- 
change Act, the Commission has considered the 
impact of this proposed amendment on competi- 
tion and is not aware at this time of any burden 
that such rule amendment, if adopted, would im- 
pose on competition. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 14, 1979. 





SECURITIES ACT OF 1933 
Rel. No. 6080/June 14, 1979 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 15922/June 14, 1979 


PUBLIC UTILITIY HOLDING CO. ACT OF 1935 
Rel. No. 21102/June 14, 1979 


OIL AND GAS PRODUCERS—PROPOSES SUP- 
PLEMENTAL EARNINGS SUMMARY 


AGENCY: Securities and Exchange Commission. 
ACTION: Notice of re-opeing of comment period. 


SUMMARY: The Commission is re-opening the 
comment period on the “Supplemental Earnings 
Summary” it proposed in Securities Act Release 
No. 5969 (September 12, 1978) (43 FR 40726) to 
allow respondents to consider experience in pre- 
paring and reporting valuation information on oil 
and gas reserves for the year ended December 
31, 1978. The new comment period will expire July 
25, 1979. 


DATE: Comments should be submitted on or be- 
fore July 25, 1979. 
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ADDRESS: Comments should refer to File S7-753 
and should be submitted in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. All com- 
ments will be available for public inspection. 


FOR FURTHER INFORMATION CONTACT: 
James D. Hall, Office of the Chief Accountant, Se- 
curities and Exchange Commission, Washington, 
D.C. 20549 (202-755-0222). 


SUPPLEMENTARY INFORMATION: In Release 
No. 33-5969, published on September 12, 1978, 
the Commission announced that comments perti- 
nent to the supplemental earnings summary 
should be received on or before April 30, 1979. 
This lengthy comment period was provided in 
order to “permit respondents to consider experi- 
ence in preparing and reporting valuation informa- 
tion on oil and gas reserves for the year ending 
December 31, 1978.” Subsequently, in Securities 
Act Release No. 33-6008 [43 FR 60418], De- 
cember 27, 1978, which set forth final rules for the 
disclosure of reserve valuation information for 
1978, the Commission provided an extension of 
time to June 30, 1979 for the filing of this informa- 
tion. 


The Commission has been informed that several 
interested parties were unable to submit com- 
ments on the rules proposed in Release No. 33- 
5969 prior to the April 30, 1979 deadline because 
they were still in the process of accumulating the 
required supplemental data on oil and gas re- 
serves for the year ended December 31, 1978. 
Therefore, the Commission has re-opened the 
comment period for Release No. 33-5969 from the 
date of this release through July 25, 1979. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 14, 1979. 
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SECURITIES EXCHANGE ACT OF 1934 * 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15905/June 8, 1979 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. 


File No. SR-NASD-7-2 


The National Association of Securities Dealers, 
Inc. (the “‘Association’’) submitted on June 1, 
1979, a proposed rule change pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934 
to amend the Schedule of Charges for users of the 
NASDAQ System. The text of the proposed rule 
change constitutes a new Part IV of Schedule D, 
Article XVI of the Association’s By-Laws which 
would replace in full existing Part |V of Schedule D 
and existing Section 4 of Schedule G, Article XVIII 
of the Association’s By-Laws. The proposed new 
rate structure would place greater emphasis on 
usage-based charges and would constitute a re- 
duction in charges paid by all users of the NAS- 
DAQ System. Although the percentage of reduc- 
tion would vary among individual System users, 
the proposal is designed to produce an overall re- 
duction of approximately 32 percent in user 
charges. 


Under the proposed rate structure, Level 1 
charges would be reduced from $20 for the first 
terminal and $10 for each additional terminal to 
one charge of $8.75 per terminal. For Levels 2 and 
3, the standard, high and unlimited usage plans 
would be eliminated and replaced by: (1) a termi- 
nal charge of $180 per month for the first terminal 
and $125 per month for each additional terminal; 
(2) a service charge of $150 per month per termi- 
nal for NASDAQ Levels 2 and 3 and $50 per 
month per terminal for CQS; and (3) a usage 
charge of $0.01 per quotation request with no 
maximum charge. The existing stock listing charge 
of $5 per month for each security in excess of five 
securities in which a market maker is registered 
would be eliminated. The charge for registration 
and display of a correspondent firm for a regis- 
tered market marker would be reduced from $5 to 
$3.50 per month for each correspondent displayed 





per security. Except for minor changes, charges 
for special equipment, trade reporting, installation, 
removal and relocation would remain the same. 
Finally, the proposal would authorize the Associa- 
tion’s Board to increase or decrease the rates by a 
maximum of 10 percent to compensate for minor 
variations in annual net income. 


Publication of the submission is expecwted to be 
madein the Federal Register during the week of 
June 11, 1979. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 30 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, DC 20549. Reference 
should be made to File No. SR-NASD-79-2. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are, filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15906/June 8, 1979 


In the Matter of Application of the 


MIDWEST STOCK EXCHANGE, INC. 


For Unlisted Odd-lot Trading Privileges in Certain 
Securities: 


SECURITIES EXHANGE ACT OF 1934 


Order Granting Application For Unlisted Odd-lot 
Trading Privileges 


On February 14, 1979, the Midwest Stock Ex- 
change, Inc. (the ‘“MSE”) filed an application with 
the Securities and Exchange Commission, pur- 
suant to Section 12(f)(1)(B) of the Securities Ex- 
change Act of 1934 (the ‘“Act’’) and Rule 12f-1 [17 
CFR 240.12f-1] thereunder, for unlisted odd-lot 
trading privileges in the common stocks of 122 
companies whose securities are listed and regis- 
tered on the New York Stock Exchange, Inc. (the 
“NYSE”), but not listed or admitted to unlisted 
trading privileges on the MSE. In accordance with 
Section 12(f)(2) of the Act, notice and opportunity 
for hearing with respect to the MSE application 
were given by issuance of a Commission release 
(Securities Exchange Act Release No. 15680 
(March 29, 1979) and by publication of that re- 
lease in the Federal Register (44 FR 20524 (April 
5, 1979)). No objections or requests for a hearing 
were received. Finally, by letter dated May 24, 
1979, the MSE amended its application by with- 
drawing one issue which is no longer listed and 
registered on the NYSE. 


Previously, the MSE applied for and the Commis- 
sion approved (Securities Exchange Act Release 
No. 14800 (May 25, 1978)) extension of unlisted 
odd-lot trading privileges by the MSE to the com- 
mon stocks of 865 issuers whose securities were 
then lited and registered on the NYSE. Since the 
purpose of this application is to extend odd-lot 
trading privileges to certain stocks which were not 
included in the earlier application, the findings set 
forth herein are essentially the same as those 
made by the Commission when it approved the 
MSE’s application respecting the 865 NYSE-listed 
stocks. 


Characteristics of Odd-Lot Trading 


Odd-lot trading on all registered national securities 
exchanges is conducted, pursuant to exchange 
rules approved by the Commission, according to a 
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formula whereby the prices at which odd-lot orders 
(i.e., market and limit orders) are executed are de- 
rived from round-lot transaction prices in the sub- 
ject securities; odd-lot specialists or dealers exer- 
cise no discretion in determining these prices. On 
the MSE, odd-lot market orders in dually-traded 
securities must be executed at the last sale price 
on the NYSE of American Stock Exchange, Inc. 
(“Amex’’) ' in effect at the time the order is pre- 
sented to the odd-lot dealer.? In this respect, the 
MSE’s rules are unique among the national secu- 
rities exchanges.? The MSE’s decision to base the 
pricing of odd-lot market orders on last, rather than 
next, round-lot transaction prices enables brokers 
and their customers, particularly in less-actively 
traded securities, to obtain more rapid execution of 
odd-lot market orders on the MSE and, to some 
degree, to know in advance the price at which 
such an order may be executed.* MSE rules also 





1 Where the MSE has unlisted trading privileges in 
a security which is traded on both the NYSE and 
Amex, the MSE odd-lot dealer is required to exe- 
cute an odd-lot market order for that security on 
the basis of the last sale price on the NYSE or the 
Amex, whichever sale occurred most recently. 
See MSE Art. XXXI, Rule 10(b). 


2 MSE odd-lot dealers, like their counterparts on 
other exchanges, may charge a differential when 
executing odd-lot orders. The differential is an 
amount (generally passed on to the customer) 
which (when buying) is added to, or (when selling) 
is subtracted from, the round-lot price upon which 
the odd-lot execution price is based. 


3On March 28, 1977, the MSE filed a proposed 
rule change (File No. SR-MSE-77-7), pursuant to 
Section 19(b)(1) of the Act and Rule 19b-4 there- 
under, incorporating its current odd-lot execution 
procedures. The Commission staff reviewed the 
proposed procedures, found them to be consistent 
with the Act, particularly Section 6(b) thereof, and, 
pursuant to delegated authority, approved the 
MSE rule filing which set forth those procedures. 
See Securities Exchange Act Release No. 13570 
(May 26, 1977). 


4The MSE rules also provide procedures for the 
execution of odd-lot limit orders in dually-traded 
stocks. 
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require MSE odd-lot dealers to accept all odd-lot 
orders in securities in which they are registered.° 


Commission Findings 


Section 12(f)(2) of the Act provides that no appli- 
cation for unlisted trading privileges shall be ap- 
proved unless the Commission finds that such ap- 
plication is “consistent with the maintenance of fair 
and orderly markets and the protection of inves- 
tors." The Commission finds that, in light of the 
characteristics of odd-lot trading described above, 
extension of unlisted odd-lot trading privileges to 
the 121 securities enumerated in the MSE’s 
amended application (and Exhibit A of this re- 
lease) is consistent with the maintenance of fair 
and orderly markets and the protection of inves- 
tors. 


Odd-lot trading on the MSE in securities which are 
listed and registered on the NYSE is conducted in 
a manner whereby odd-lot market orders in such 
securities are executed at the last sale (plus or 
minus any differential which may be charged) price 
in effect on the NYSE or, in certain cases, the 
Amex at the time the order is presented to the 
MSE odd-lot dealer. Odd-lot trading in this pre- 
scribed manner, pursuant to exchange rules which 
have been approved by the Commission, does not 
permit the odd-lot dealer to exercise any discretion 
in determining the price at which odd-lot market 
orders are executed on the MSE. Becuase the 
MSE rules require that odd-lot dealers accept all 
odd-lot orders and prescribe the manner in which 
such orders must be executed, we believe that 
odd-lot trading in the subject securities is consist- 
ent with the maintenance of fair and orderly mar- 
kets. 


The Commission finds that the availability of 
odd-lot execution services on the national securi- 
ties exchanges and in other securities markets has 
established a competitive environment that pro- 
vides investors with various alternatives for odd-lot 
trading.® In the Commission’s view, the initiation of 





5 See MSE Art. XXXI, Rule 6. 


6 Odd-lot trading in NYSE-listed securities does 
not occur exclusively on national securities ex- 
changes. A number of broker-dealers currently 
offer customers odd-lot execution services 
whereby the broker-dealer executes odd-lot mar- 
ket orders as principal pursuant to a pricing for- 
mula. 





odd-lot trading in the subject securities on the 
MSE will provide MSE members and their custom- 
ers with an additional market for the execution of 
odd-lot orders in these securities. 


ACCORDINGLY, IT IS IRDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the MSE appli- 
cation for unlisted odd-lot trading privileges in the 
121 securities listed in Exhibit A hereto be and 
hereby is granted. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





EXHIBIT A 


LIST OF COMPANIES WHOSE COMMON 
STOCKS HAVE BEEN APPROVED FOR UN- 
LISTED ODD-LOT TRADING ON THE MIDWEST 
STOCK EXCHANGE, INCORPORATED 


Amsted Industries 

Allergan Pharmaceuticals, Inc. 
American Heritage Life Investment Corp. 
Allegheny Airlines, Inc. 

Barry Wright Corp. 

Bell Industries 

Biscayne Federal Savings & Loan 
Banner Industries, Inc. 

Butler International, Inc. 

Binney & Smith, Inc. 

Cooper Industries, Inc. 

Corroon & Black Corp. 

Chelsea Industries, Inc. 

Community Public Service Company 
Community Psychiatric Centers 
Cessco, Incorporated 

CNA Income Shares, Inc. 
Coachman Industries, Inc. 
Connecticut Natural Gas Corp. 
Century Telephone Enterprises, Inc. 
Daniel Industries, Inc. 

Datapoint Corp. 

Dennison Manufacturing Co. 

Data Terminal Systems, Inc. 


Dynamic Corporation of American 
Essex Chemical Corp. 
Financial Corp. of America 
Foremost-McKesson, Inc. 
Fotomat Corp. 

Four-Phase Systems, Inc. 
Falcon Seaboard, Inc. 
Filmways, Inc. 

Gelco Corp. 

Great Lakes Dredge & Dock Co. 
Great Northern Iron Ore Properties 
Grow Chemical Corp. 

Gray Drug Stores, Inc. 
Geosource, Inc. 

Hunt International Resources 
Hiram-Walker Gooderham Worts Ltd. 
Health Tecna Corp. 

Hoover Universal 

International Aluminum Corp. 
INA Investment Securities, Inc. 
Interway Corp. 

Jamesway Corp. 

Keystone International, Inc. 
KLM Royal Dutch Airline 
Kolimorgen Corp. 

Koracorp Industries, Inc. 
Kuhiman Corp. 

LITCO Corp. of N.Y. 

Lanier Business Products, Inc. 
Lee Enterprises, Inc. 
Southwest Airlines Co. 
McDonough Co. 

Medtronic, Inc. 

Medenco, Inc. 
Metro-Goldwyn-Mayer Inc. 
Mark Controls Corp. 
Miller-Wohl Co., Inc. 

Modern Merchandising Inc. 
McMoRan Exploration Co. 
Minnesota Pwer & Light Co. 
Milton Roy Co. 

Memorex Corp. 

Mercantile Texas Corp. 
Measurex Corp. 

Nothern California Savings & Loan Assoc. 
New England Nuclear Corp 
Newpark Resources, Inc. 
Overhead Door Corp. 

Outlet Company 

Pertec Computer Corp. 
Petroleum & Resources Corp. 
Puritan Fashions Corp. 

Pengo Industries 

Perkin-Elmer Corp. 
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Pacific Lumber Co. 
Plantronics, Inc. 

Pacific Northwest Bell Telephone Co. 
Pogo Producing Co. 

Prime Computer, Inc. 

Penn Central Corp. 

R.L. Burns Corp. 

RLC Corp. 

Rolm Corp. 

Ryan Homes, Inc. 

Sun Electric Corp. 

Seafirst Corp. 

Shaklee Corp. 

Standard Motor Products, Inc. 
Standard Pacific Corp. 
Spectra-Physics, Inc. 
Sterling Bancorp 
Transamerica Income Shares, Inc. 
Twin Disc, Inc. 

Tidewater, Inc. 

Tokheim Corp. 

Trico Industries 

Toro Company 

Texas Industies, Inc. 
Tymshare, Inc. 

Wabash, Inc. 

Wyly Corp. 

Wisconsin Power & Light Co. 
WUI Inc. 

Wyle Laboratories 

Hartield Zodys Inc. 

Veeco Instrument 
Christiana Companies 
Federal Express Corp. 
Fox-Stanley Photo Products 
General Care Corp. 

The Manhattan Life Corp. 
National Liberty Corp 

Orion Capital Corp. 

PHH Group, Inc. 

Sta-Rite Industries Inc. 

Van Dorn Co. 

VuLcan, Inc. 


SECURITIES EXHANGE ACT OF 1934 
Release No. 15907/June 11, 1979 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. File No. SR- 
NASD-78-14 
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The National Association of Securities Dealers, 
Inc. (the ‘‘Association”) submitted on May 14, 
1979, a proposed rule change pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934 
to require members to report all block-size trans- 
actions in a NASDAQ security which do not involve 
a registered NASDAQ market maker. The pro- 
posed rule change would amend Article III, Section 
2; Article XVI, Section 3; and Schedule D of the 
Association’s By-Laws. 


Currently, NASDAQ market makers are required to 
report, through the NASDAQ System, their daily 
volume in those securities for which they are reg- 
istered market makers. The proposed rule change 
would expand the existing reporting requirements 
to include the reporting of block-size transactions 
in NASDAQ securities, other than convertible de- 
bentures, which transactions are not executed by 
registered NASDAQ market makers for the traded 
securities. For purposes of the proposed rule 
change, a “block-size” transaction is defined as 
any transaction involving 10,000 shares or more 
which is executed at a price of $1.00 or more per 
share. 


Under the proposal, members who are not regis- 
tered market makers in the traded securitey would 
be required to report to NASDAQ each business 
day the following information with respect to any 
block-size transaction in a NASDAQ security: (a) 
the name of the security and its NASDAQ symbol; 
(b) the number of shares involved in the transac- 
tion; (c) whether the transaction was a purchase or 
sale; (d) whether the transaction was executed as 
principal, agent or dual agent; and (e) the name of 
the contra-broker/dealer or, if the contra-side is a 
retail account, the symbol “RA”. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
June 11, 1979. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 30 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, DC 20549. Reference 
should be made to File No. SR-NASD-78-14. 





Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
abailable for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15908/June 11, 1979 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY NEW YORK STOCK EXCHANGE, 
INC. 


File No. SR-NYSE-79-27 


The New York Stock Exchange, Inc. (the “NYSE”’) 
submitted on June 7, 1979, a proposed rule 
change under Rule 19b-4 to delete subparagraph 
.70 from NYSE Rule 107. Rule 107, approved by 
the Commission for a trial period effective May 1, 
1978, ' governs the obligations of a class of NYSE 
members, Registered Competitive Market Makers 
(“RCMMs’”), who are authorized to effect on-floor 
proprietary transactions. RCMMs trading in con- 
formance with the provisions of Rule 107 are 
deemed to be market makers under Section 
11(a)(1)(A) of the Securites Exchange Act (the 





& ' Securities Exchange Act Release No. 14718 
(May 1, 1978). 


“Act”), and thus are exempt from the proprietary 
trading restrictions imposed by Section 11(a)(1) of 
the Act. The purpose of the rule change proposed 
by the NYSE, is to make Rule 107 a permanent 
rule of the exchange by deleting the provision 
under which such rule would expire on July 31, 
1979. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
June 11, 1979. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR-NYSE- 
79-27). 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15909/June 11, 1979 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 “K” Street, N.W. 

Washington, D.C. 2006 


(SR-NASD-78-17) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On November 15, 1978, the National Association 
of Securities Dealers, Inc. (“NASD”) filed with the 
Commission pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78s(b)(1) (the “Act’), and Rule 19b-4 thereunder, 
copies of a proposed rule change to amend the 
portion of Appendix C to Article Ill, Section 32 of 
its Rules of Fair Practice that requires NASD 
members to review annually their fidelity bonding 
coverage. The proposed rule change revises the 
formula used by members entering their second 
year of business in determining the adequacy of 
their fidelity bonding coverage. Under the pro- 
posed rule change, members entering into their 
second year of business generally would be re- 
quired to carry a lower amount of coverage than 
they are currently required to carry. The proposed 
rule change also allots more time to all members 
to make any required adjustment in their bonding 
coverage. The NASD states that the purposes of 
the proposed rule change are to: (a) establish 
comparable bonding requirements for members in 
their second year of business and for members 
similarly situated in subseqent years of business 
and (b) afford all members a better opportunity to 


obtain bonding coverage at competitive and rea- 
sonable rates. 


Notice of the proposed rule change, together with 
the terms of substance of proposed rule change, 
was given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-15396, 
December 13, 1978) and by publication in the 
Federal Register (43 FR 60682, December 28, 
1978). No comments were received by the Com- 
mission with respect to the proposed rule change. 
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The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to a national securities association, and in 
particular, the requirements of Section 15A, and 
the rules and regulations thereunder. Among other 
things, that Section permits a registered securities 
association to deny membership to or condition 
the membership of a registered broker or dealer if 
it does not meet such standards of financial re- 
sponsibility as are prescribed by the rules of the 
association. The Commission believes that the 
proposed rule change may facilitate the attainment 
of that objective in a manner which is not designed 
to permit unfair discrimination among brokers and 
dealers. In addition, the Commission believes that 
the effect of the proposed rule change may be to 
reduce unnecessary burdens on competition by 
facilitating the ability of smaller broker-dealers to 
obtain adequate bonding insurance at a reason- 
able price. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15910/June 11, 1979 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE PACIFIC STOCK EXCHANGE 
INCORPORATED 


File No. SR-PSE-79-8 


The Pacific Stock Exchange Incorporated (“PSE”) 
submitted on June 4, 1979 a proposed rule change 
under Rule 19b-4 to clarify the timing of the im- 
plementation of an options trading halt in the event 
of a regulatory halt in the underlying security. The 
proposed change would amend PSE Rule VI, Sec- 
tion 37, to provide that whenever a regulatory halt 





takes place on an exchange where more than 50 
percent of the total volume in the underlying secu- 
rity over the past six months has been traded, 
trading in the options class will be halted. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
June 11, 1979. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File No. SR-PSE-79-8. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §522, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory or- 
ganization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 15911/June 12, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6077/June 12, 1979 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15912/June 13, 1979 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


File No. SR-Amex-77-5 


ORDER APPROVING CERTAIN PROPOSED 
RULE CHANGES OF THE AMERICAN STOCK 
EXCHANGE, INC. 


On March 29, 1977, the American Stock Ex- 
change, Inc. (the “Amex’’) filed with the Commis- 
sion, pursuant to Section 19(b) of the Securities 
Exchange Act of 1934 (the ‘‘Act’), 15 U.S.C. 
78s(b), and Rule 19b-4 thereunder, 17 CFR 
240.19b-4, proposed rule changes to amend its 
Constitution, rules, and policies relating to mem- 
bership and association with members. The Amex 
stated that the proposed rule changes were de- 
signed, in general, “to liberalize [its rules] in light 
of the 1975 Amendments ... and to eliminate 
certain regulatory constraints on the capital-raising 
efforts of member organizations.” Notice of the 
proposed rule changes, as amended,' together 
with the terms of substance, was given in Securi- 





1On April 29, 1977, the Amex filed an amendment 
to File No. SR-Amex-77-5 to expand the descrip- 
tion of the purpose and basis of the proposed rule 
changes and any burden on competition imposed 
by them. 
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ties Exchange Act Release No. 13514 (May 6, 
1977).2 Interested persons were invited to submit 
written data, views, and arguments by June 8, 
1977. The Commission has not received any 
comments concerning the proposed rule changes. 


On December 14, 1977, the Commission approved 
certain of the proposed rule changes contained in 
Filed No. SR-Amex-77-5. It determined, however, 
at that time to defer action on the balance of the 
rule proposals contained in that filing, pending 
further review of those changes pursuant to Sec- 
tion 19(b)(2) of the Act. On January 26, August 8, 
and September 8, 1978, the Amex submitted 
minor amendments to two of the proposed rule 
changes on which the Commission had deferred 
action. 


The Commission has reviewed the rule proposals 
still outstanding under File No. Sr-Amex-77-5, 
and has determined to approved certain of those 
proposed rule changes while reserving further ac- 
tion on the balance of the rule proposals. The 
changes set forth in File No. SR-Amex-77-5 
which the Commission today is approving are: (i) 
revisions of the Amex Constitution definition of, 
and requirements for admission as, an “allied 
member” (Amex Const. Article |, Section 3(c); Ar- 
ticle IV, Section 1(c)); (ii) a definition of the term 
“control” for purposes of the Amex Constitution 
and rules (Amex Rules Definition paragraph 13); 
(iii) an Amex provision governing association of 
members, member organizations and their as- 
sociated persons (deletion of old Rule 342 in its 
entirety and addition of new Rule 342(a), (b), (qd), 
(e), and (f) and Commentary).* 


The rules which today are being approved relax in 
certain respects existing Amex requirements gov- 





2 Notice of the proposed rule changes was pub- 
lished in the Federal Register at 42 FR 25550 
(May 18, 1977). 


3 Securities Exchange Act Release No. 14272 
(December 14, 1977), 42 FR 63969 (December 
21, 1977). 


4 Interested persons are advised that the Commis- 
sion is deferring action on proposed Rule 342(c) 
governing the association of members with non- 
member broker-dealers. 
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erning admission to membership on the Amex and 
the association of Amex members and their em- 
ployees with other organizations.5 The principal 
rule changes being approved are revisions to 
Amex Rule 342 which would ease restrictions on 
the ability of persons associated with an Amex 
member or member organization to establish or 
maintain other business affiliations. Thus, the 
Amex proposes to allow members, allied mem- 
bers, and employees of member organizations, 
with the consent of their member organizations, to 
be engaged in other businesses or to have owner- 
ship interests in securities-related businesses.’ In 
addition, employees of member organizations 
would be permited to work part-time, although 
supervisory personnel would, absent Amex ap- 
proval to do otherwise, be expected to devote “full 
time” during business hours to the business of 
their members or member organizations.® 





5 In its December 1977 Release approving certain 
proposed rule changes contained in File No. SR- 
Amex-77-5, note 3 supra, the Commission noted 
that the rule proposals contained in that filing re- 
sponded, in part, to the Commission’s notice to the 
Amex, pursuant to Section 31(b) of the Securities 
Acts Amendments of 1975, Pub. L. No. 94-29 
(June 4, 1975) (the “1975 Amendments’) of rules 
which appeared not to be consistent with the Act 
as amended. See Securities Exchange Act Re- 
lease No. 13027 (December 1, 1976), 41 FR 
53557 (December 7, 1976); Securities Exchange 
Act Release No. 12157 (March 2, 1976), 41 FR 
10662 (March 12, 1976). 


6 Revisions of Amex Rule 342 proposed by the 
Amex are similar to New York Stock Exchange, 
Inc., revisions of NYSE Rule 346, which were ap- 
proved in 1977 by the Commission. See File No. 
SR-NYSE-77-11 and Securities Exchange Act 
Release No. 14220 (December 1, 1977), 42 FR 
62237 (December 9, 1977). 


7 Proposed Amex Rule 342(b). Members, allied 
members and employees would not, however, 
need to obtain the member organization's consent 
to own non-controlling interests in publicly-owned, 
securities-related organizations. /d. 


8 Proposed Amex Rule 342(a). Under proposed 
Amex Rules 342(a) and 342.20, the Amex may 
grant permission to an associated person to de- 
vote less than “full time” to the business of his 





The Commission finds that the proposed rule 
changes identified above® which are set forth in 
File No. SR-Amex-77-5 are consistent with the 
requirements of the Act applicable to national se- 
curities exchanges, and particulary Section 6 
thereof.'° The other proposed rule changes con- 
tained in File No. SR-Amex-77-5 which have not 
been approved, however, appear to raise ques- 
tions concerning their consistency with the Act, 
and it appears appropriate to defer further action 
on those rule changes at this time. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the proposed amend- 
ments to Amex Const. Article |, Sec. 3(c), Article 
IV, Sec. 1(c), Rules Definitions paragraph 13, and 
Rule 342 (with the exception of proposed para- 





Continued from preceding page 


member or member organization if that permission 
“will not impair the protection of investors or the 
public interest.’’ The full-time requirement for 
supervisory employees should not be used as a 
barrier to the employment of, for example, married 
women, single parents and certain handicapped 
persons, whose family responsibilities or health 
problems may preclude full-time employment. Ac- 
cordingly, the Amex is expected to exercise its 
exemptive authority in an appropriately flexible 
manner where the member's overall supervisory 
efforts will not be impaired. 


9 See text accompanying n. 4 supra. 


10 Many of the rules amended in File No. SR- 
Amex-77-5 were, as previously noted, identified by 
the Commission, under Section 31(b) of the 1975 
Amendments, as rules which might not be consist- 
ent with the Act, as amended. See n. 5 supra. Ap- 
proval by the Commission of changes proposed in 
the subject filing to any rule thus identified is not to 
be construed as a statement by the Commission 
that the rule, as amended, has been brought into 
full compliance with the Act. That rule, as 
amended, still remains subject to the Commis- 
sion’s review pursuant to Section 31(b) of the 1975 
Amendments. On August 8, 1978, the Amex con- 
sented to an indefinite extension of time, until fur- 
ther notice, within which the Commission is re- 
quired to act pursuant to Section 19(b)(2) of the 
Act on the rule changes still outstanding under File 
No. SR-Amex-77-5. 


graph (c) thereof), be, and they hereby are, AP- 
PROVED. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15913/June 13, 1979 


Administrative Proceeding File No. 3-5694 


R.B. JONES CORPORATION 


ORDER GRANTING APPLICATION PURSUANT 
TO SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has is- 
sued an order granting the application of R.B. 
Jones Corporation, a Delaware corporation, pur- 
suant to Section 12(h) of the Securities Exchange 
Act of 1934 for an exemption from the reporting 
requirements of Sections 13 and 15(d) of that Act. 


The matter having been considered, it is found that 
the requested exemption is appropriate, in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15914/June 13, 1979 


Administrative Proceeding File No. 3-5695 


WOOD INDUSTRIES, INC. 


ORDER GRANTING APPLICATION PURSUANT 
TO SECTION 12(h) OF THE 1934 ACT 
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The Securities and Exchange Commission has is- 
sued an order granting the application of Wood In- 
dustries, Inc., a Virginia corporation, pursuant to 
Section 12(h) of the Securities Exchange Act of 
1934 for an exemption from the reporting require- 
ments of Sections 13 and 15(d) of that Act. 


The matter having been considered, it is found that 
the requested exemption is appropriate, in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15914/June 13, 1979 


Administrative Proceeding File No. 3-5695 


WOOD INDUSTRIES, INC. 


ORDER GRANTING APPLICATION PURSUANT 
TO SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has is- 
sued an order granting the application of Wood In- 
dustries, Inc., a Virginia corporation, pursuant to 
Section 12(h) of the Securities Exchange Act of 
1934 for an exemption from the reporting require- 
ments of Sections 13 and 15(d) of that Act. 


The matter having been considered, it is found that 
the requested exemption is appropriate, in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15915,/June 13, 1979 


Administrative Proceeding 
File No. 3-5704 
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In the Matter of 


METROPOLITAN DEVELOPMENT 
CORPORATION 


File No. 81-501 


ORDER GRANTING APPLICATION PURSUANT 
TO SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission issued 
an order granting the application of Metropolitan 
Development Corporation pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act’), for an exemption from 
the reporting requirements of Sections 13 and 
15(d) of the 1934 Act. 


On April 30, 1979 a notice was issued on the filing 
of said application giving interested persons an 
opportunity to request a hearing and stating that 
an order granting the application might be issued 
upon the basis of the information stated therein 
unless a hearing should be ordered. No request 
for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter having been considered, it is found that 
the requested exemption is appropriate, in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15916/June 13, 1979 


Administrative Proceeding File No. 3-5679 


In the Matter of 


HUDSON PULP & PAPER CORP. 


(81-486) 





ORDER GRANTING APPLICATION PURSUANT 
TO SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission has is- 
sued an order granting the application of Hudson 
Pulp & Paper Corp. for an exemption from the re- 
porting requirements of Sections 12, 13 and 15(d) 
of the Securities Exchange Act of 1934. It appears 
to the Commission that the requested exemption is 
not inconsistent with the public interest or the 
protection of investors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15917/June 13, 1979 


Administrative Proceeding File No. 3-5692 


In the Matter of 


HYATT CORPORATION 
File No. 81-483 


Order Granting Application Pursuant to Section 
12(h) of that Act. 


The Securities and Exchange Commission has is- 
sued an order granting the application of Hyatt 
Corporation (the ‘“Applicant’), pursuant to Section 
12(h) of the Securities Exchange Act of 1934, as 
amended (the “1934 Act’), for an exemption from 
the obligation pursuant to Sections 13 and 15(d) of 
the 1934 Act to file periodic reports. 


Since the Applicant has become the wholly-owned 
subsidiary of New Hy, Inc. as a result of a merger, 
it appeared to the Commission that granting the 
requested exemption would not be inconsistent 
with the public interest or the protection of inves- 
tors. 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 15918/June 13, 1979 


An order has been issued granting the application 
to strike the Shares of Benificial Interest ($1.00 par 


yalue) of FIRST NEWPORT REALTY INVESTORS 
from listing and registration on the Pacific Stock 
Exchange, Inc. 


SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 15919/June 13, 1979 


Admin. Proc. File No. 3-5433 


In the Matter of 


BARRETT KOBRIN 
74 Robertsville Road 
Marlboro, New Jersey 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


The time for filing a petition for review of the initial 
decision in these proceedings has expired. No 
such petition has been filed, and the Commission 
has not chosen to review the initial decision on its 
own initiative. 


Accordingly, notice is hereby given, pursuant to 
Rule 17(f) of the Commission’s Rules of Practice, 
that the initial decision with respect to Barrett Kob- 
rin has become the final decision of the Commis- 
sion. The order contained in the decision sus- 
pending Kobrin from association with any broker or 
dealer for six months is hereby declared effective 
as of the opening of business on July 2, 1979. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15920/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6078/June 14, 1979 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 15921/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6079/June 14, 1979 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15922/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6080/June 14, 1979 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 15923/June 14, 1979 


An order has been issued granting the application 
of the American Stock Exchange, Inc. to strike the 
common stock (par value $1) of CAMPBELL IN- 
DUSTRIES from listing and registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15924/June 14, 1979 


Admin. Proc. File No. 3-5765 
In the Matter of 
ADVEST, INC. 


Six Central Row 
Hartford, Connecticut 06103 
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(8-12199) 


ORDER INSTITUTING PROCEEDINGS AND IM- 
POSING REMEDIAL SANCTIONS 


In connection with a proposed administrative pro- 
ceeding, Advest, Inc. (‘“‘Advest’),’ a registered 
broker-dealer, has submitted an Offer of Settle- 
ment, which the Commission has determined to 
accept. Solely for the purpose of these proceed- 
ings and any other proceedings before the Com- 
mission pursuant to specified sections of the Secu- 
rities Exchange Act of 1934 (“Exchange Act”), and 
without admitting or denying the findings herein, 
Advest consents to the entry of findings of viola- 
tions and sanctions contained in this Order. 


Additionally, in its Offer of Settlement, Advest rep- 
resents that it has implemented certain new pro- 
cedures to improve its supervisory controls over 
option activities, with a view toward preventing a 
recurrence of the violations described herein. 


Advest also represents in its Offer of Settlement 
that its branch office in Livingston, New Jersey 
(“Livingston”) was closed on December 23, 1977 
because of, among other things, the transactions 
underlying the violations described herein, and 
that the Livingston office has remained closed 
since that date. 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Sections 15(b) and 19(h) of the Ex- 
change Act be, and they hereby are, instituted. 


On the basis of the Order instituting Proceedings 
and Advest’s Offer of Settlement, the Commission 
finds: 


1. Advest willfully violated Section 17(a) 
of the Exchange Act and Rule 17a-3 
thereunder in regard to customer op- 
tion account records, in that in some 
cases in 1974 the books and records 





1 Advest, Inc. is the successor corporation to Ad- 
vest Co., effective January 1, 1977. Prior thereto, 
and at all times since November 1967, Advest Co. 
was registered with the Commission pursuant to 
Section 15(b) of the Exchange Act. This proceed- 
ing concerns trading in accounts carried by Advest 
Co. 





of Advest contained inaccurate fi- 
nancial information on option cus- 
tomer information cards and Advest 
internally issued miscalculated daily 
activity reports which overvalued the 
accounts of certain option custom- 
ers; 


. Advest failed reasonably to super- 
vise persons under its supervision 
and control with a view toward pre- 
venting the violations alleged herein. 


In view of the foregoing matters, it is in the public 
interest to impose the sanctions specified in the 
Offer of Settlement. 


Accordingly, IT IS ORDERED that Advest be, and 
hereby is, censured. 


IT IS FURTHER ORDERED that Advest comply 
with the terms of its offer of settlement, including 
its increased supervisory controls over its options 
activities, and its closing of its Livingston New Jer- 
sey Branch office. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 15925/June 14, 1979 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY AMERICAN STOCK EXCHANGE, 
INC. 


File No. SR-Amex-79-9 


The American Stock Exchange, Inc (the “Amex’’) 
submitted on June 11, 1979, a proposed rule 
change under Rule 19b-4 to amend Amex Rule 
114 governing the on-floor proprietary trading of a 
class of Amex members known as Registered 
Equity Market Makers (‘““REMMs’). Rule 114 was 
declared effective by the Commission for a trial 
period beginning May 1, 1978. REMMs trading in 


conformance with the requirements of Rule 114 
are deemed to be market makers under Section 
11(a)(1)(A) of the Securities Exchange Act (the 
“Act’), and thus are exempt from the proprietary 
trading restrictions of Section 11(a)(1) of the Act. 
The purpose of the proposed amendment to Amex 
Rule 114 is to eleminate the provision under which 
such rule would expire on July 31, 1979. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
June 18, 1979. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, DC 20549. Reference 
should be made to File No. SR-Amex-79-9. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W. Washington, DC. Copies of the filing and of 
any subsequent amendments will also be available 
at the principal office of the above-mentioned self- 
regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21094/June 11, 1979 


In the Matter of 


LOWELL GAS COMPANY 
95 East Merrimack Street 
Lowell, Massachetts 01853 


CAPE COD GAS COMPANY 
P.O. Box 1360 
Hyannis, Massachusetts 02601 


(70-6244) 


SUPPLEMENTAL NOTICE OF PROPOSED IS- 
SUANCE AND SALE OF FIRST MORTGAGE 
BONDS TO INSTITUTIONAL INVESTORS PUR- 
SUANT TO A PRIVATE OFFERING 


NOTICE IS HEREBY GIVEN that Lowell Gas 
Company (‘Lowell’), and Cape Cod Gas Com- 
pany (“Cape Cod”), public utility subsidiaries of 
Colonial Gas Energy System (“Colonial”), a reg- 
istered holding company, have filed with this 
Commission an amendment to the joint- 
declaration in this proceeding pursuant to Sections 
6 and 7 of the Public Utility Holding Company Act 
of 1935 (‘Act’), and Rule 50(a)(5) promulgated 
thereunder regarding the private placement of first 
mortgage bonds. All interested persons are re- 
ferred to the amended declaration, which is sum- 
marized below, for a complete statement of the 
proposed transactions. 


On October 7, 1977, Colonial filed an application 
for exemption under Section 3(a)(1) of the Act (File 
No. 31-763). Its application for exemption is 
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pending. Pursuant to a Stipulation in that pro- 
ceeding dated January 26, 1978, entered into by 
Colonial and the Division of Corporate Regulation 
pending the development of a plan of financial 
simplification or recapitalization by Colonial ap- 
propriate to the requirements for exemption under 
Section 3(a)(1), Colonial has registered as a public 
utility holding company under Section 5(a) for the 
limited purpose of complying with the provisions of 
Sections 6, 7 and 12(b) of the Act. 


Lowell and Cape Cod filed in this proceeding a 
joint-declaration and an amendment thereto seek- 
ing authorization to issue and sell common stock 
to Colonial for a maximum aggregate purchase 
price of $1,000,400 and $899,755, respectively, 
and to privately place up to $1,250,000 of Lowell’s 
first mortgage bonds and up to $1,250,000 of 
Cape Cod’s first mortgage bonds. The proposed 
transactions were duly noticed on March 9, 1979 
(HCAR No. 20951). By order dated April 4, 1979 
(HCAR No. 20992), the Commission authorized 
the proposed issuance and sale of the subsidiary 
common stock and granted the companies an ex- 
ception under Rule 50(A)(5) from competitive bid- 
ding in connection with the sale of the bonds. 
Jurisdiction was reserved over the terms of the 
bonds and with respect to any fees, expenses or 
commissions to be paid or incurred in connection 
with the issuance and sale of the bonds. Pursuant 
to the April 4, 1979 order, Lowell issued and sold 
44,300 shares of its common stock to Colonial for 
an aggregate purchase price of $908,150, and 
Cape Cod issued and sold 54,000 shares of its 
common stock to Colonial for an aggregate pur- 
chase price of $719,820. 


The companies have now filed an amendment to 
the joint-declaration seeking authorization to sell 
up to $2,000,000 of Lowell’s 11-%% First 
Mortgage Bonds (‘‘Lowell Bonds’) and up to 
$1,000,000 of Cape Cod’s 11-5% First Mortgage 
Bonds (‘Cape Cod Bonds”). The Lowell Bonds 
and Cape Cod Bonds (collectively, the ‘“Bonds”) 
are to be sold to John Hancock Mutual Life Insur- 
ance Company. 


The companies’ capital structure as of March 31, 
1979, and pro forma is shown in the following 
table. 





(000's omitted) 


Lowell Cape Cod 
Pro Forma Unaudited 

Amount % % 

46.86 $25,127 50.88 44.86 


Unaudited 
‘Amount % 
$23,127 


Pro Forma 
Amount % 
13,814 48.32 








Long-term debt 
Notes payable 
Banks 5,900 
29,027 
4,409 
15,914 


11.96 3,040 
58.82 28,167 

8.93 4,409 
32.25 16,813 


6.16 
57.04 
8.93 
34.03 


17.03 
61.89 

5.39 
32.72 


11.14 
59.46 

5.39 
35.15 


3,185 
16,999 
1,540 
10,048 








Total debt 
Preferred stock 
Common equity 

Total Capi- 

talization 








49,350 100.00 49,389 100.00 100.00 28,587 100.00 








A statement of bond and total fixed charges 
coverages, as of March 31, 1979, is reflected 


below, based on the reported income for the 
twelve months ended that day. 


(000's omitted) 
CAPE COD 
GAS COMPANY 
(Unaudited) Pro Forma 
$2,221 $2,221 
939 1,252 
2.36x 1.77x 
2,397 2,257 
1,986 1,706 
86 
2,072 


LOWELL GAS COMPANY 
(Unaudited) Pro Forma 
$5,965 —- $5,965 
1,744 2,371 
3.42x 2. 52x 
5,297 5,017 
3,481 2,981 

295 
3,776 











Income before taxes 

Bond interest 

Bond interest coverage 

Incane after taxes 

Total interest 

Preferred dividends 

Total fixed charges 

Coverages for total fixed 
charges and preferred 
stock dividend requirements 


2,981 1,706 


1. 40x 1.68x 1.16x 1.32x 


Under their respective indentures, Lowell and 
Cape Cod may issue first mortgage bonds only if 
pro forma net income before bond interest and in- 
come taxes is at least two times mortgage bond 
interest charges for a period of twelve consecutive 
calendar months preceding the issuance. The hol- 
ders of the outstanding bonds are institutional in- 


redeemable for five years nor refundable for an 
additional five years in anticipation of borrowings 
having a lower effective interest cost or a shorter 
weighted average life than that remaining on the 
bonds. 


The Lowell Bonds and Cape Cod Bonds will ma- 


vestors and it is expected that the required per- 
centage of holders of Cape Cod’s outstanding first 
mortgage bonds will waive the latter requirement 
in order to permit the issuance and sale of the 
Cape Cod Bonds. 


The bonds will be issued under each company’s 
indenture of mortgage and deed of trust, as 
amended and supplemented, and will be of equal 
rank with the outstanding bonds. The bonds will 
have an average life of 10.54 years and will not be 


ture June 15, 1995 and June 1997, respectively, 
and will be subject to sinking funds, under which 
Lowell and Cape Cod will retire $1,760,000 and 
$880,000 of bonds, respectively. Sinking fund re- 
quirements begin in the third year and retirements 
thereunder increase at designated intervals. Divi- 
dends may be paid out of net earnings arising after 
December 31, 1978, available for capital stock 
dividends plus $800,000 in the the case of Lowell. 
As of November 30, 1978, substantially all of the 
retained earnings of Lowell and Cape Cod are re- 
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stricted from payment of dividends under their 
bank credit agreements and certain supplemental 
indentures. 


The fees and expenses incurred or to be incurred 
in connection with the proposed transactions will 
be filed by amendment. The Massachusetts De- 
partment of Public Utilities has jurisdiction over the 
proposed issue and sale of bonds. No other or 
federal commission, except this Commission, has 
jurisdiction over such transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 28, 1979, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by the amendment which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the declarant at the 
above-stated addresses, and proof of service (by 
affidavit or in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date, the declaration, as amended or as 
it may be further amended, may be permitted to 
become effective as provided in Rules 20(a) and 
100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will 
receive any notices or orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, for the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21095/June 12, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6077/June 12, 1979 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21096/June 13, 1979 


In the Matter of 


AMERICAN CAN COMPANY 
American Lane 
Greenwich, Connecticut 06830 


(31-770) 


NOTICE OF APPLICATION FOR EXEMPTION 
PURSUANT TO SECTION 53(a)(3)(A) and 3(a)(5) 


NOTICE IS HEREBY GIVEN that the American 
Can Company (‘American’), a holding company, 
has filed an application for exemption pursuant to 
Sections 3(a)(3)(A) and 3(a)(5) of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’). All in- 
terested persons are referred to the application, 
which is summarized below, for a description of 
American and its subsidiaries and a statement as 
to the basis upon which an exemption is re- 
quested. 


American, a New Jersey corporation, is engaged 
directly and, through its subsidiaries, indirectly 
primarily in the manufacture, distribution and sale 
of containers and packaging products and con- 
sumer products and in resource recovery and 
chemical operations. In 1978, American and its 
subsidiaries reported net sales of $3,981,000,000 
and net income of $105,600,000. 





One of American’s subsidiaries is Marathon Cor- 
poration Canada Limited (‘Marathon’). Marathon 
is wholly owned by American, except for directors’ 
qualifying shares, and is headquartered in Ontario, 
Canada. It is engaged directly, and through sub- 
sidiaries, in the manufacture and distribution of 
paper products. 


American Can of Canada Limited (‘‘American 
Ltd.”’), a wholly-owned Canadian subsidiary of 
Marathon, owns and operates manufacturing 
facilities in the Town of Marathon, Ontario, 
Canada. At its facilities, American Ltd. generates 
electrical power sufficient to meet its manufactur- 
ing needs. Any excess electrical power is sold to 
Peninsula Utilities Limited (‘‘Peninsula’), also a 
Canadian subsidairy of Marathon, which is en- 
gaged solely in the business of purchasing excess 
electrical power from American Ltd. and distribut- 
ing and selling such power to commercial and 
residential customers in the Town of Marathon. 
Peninsula does not sell electrical power in any 
other location. 


For 1978, Peninsula reported sales of $483,000 
and a net loss of $43,000 (figures in Canadian 
dollars). During that period, Peninsula distributed 
approximately 16,000,000 kwh of electrical power 
to the 2,400 residents of the Town of Marathon. 


American states that its only interest, direct or indi- 
rect, in the sale of electricity is its indirect owner- 
ship of Peninsula. The revenues of Peninsula for 
1978 constitute approximately 1/100th of 1% of 
American’s 1978 consolidated revenues. 


Section 3(a)(3)(A) provides that the Commission 
shall exempt a holding company and its sub- 
sidiaries if 


“such holding company is only inci- 
dentally a holding company, being 
primarily engaged or interested in one 
or more businesses other than the busi- 
ness of a public-utility company and 
*** not deriving, directly or indirectly, 
any material part of its income from any 
one or more subsidiary companies, the 
principal business of which is that of a 
public-utility company * * *.” 


Similarly, Section 3(a)(5) provides that the Com- 
mission shall exempt a holding company and its 
subsidiaries if 


“such holding company is not, and de- 
rives no material part of its income, di- 
rectly or indirectly, from any one or more 
subsidiary companies which are, a 
company or companies the principal 
business of which within the United 
States is that of a public-utility com- 
pany.” 


American states that, on the basis of the facts in 
its application and summarized herein, it is entitled 
to an exemption under either Section 3(a)(3)(A) or 
Section 3(a)(5). Section 3(a) provides that the 
Commission shall grant an application for exemp- 
tion “unless and except insofar as it finds the 
exemption detrimental to the public interest or the 
interest of investors and consumers *** .” 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 10, 1979, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said application which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the applicant at the 
above-stated address, and proof of service (by af- 
fidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date, the application, as filed or as it 
may be amended, may be granted in the manner 
provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act or the 


‘Commission may take such other action as it may 


deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this mat- 
ter, including notice of the date of hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 21097/June 13, 1979 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
CENTRAL AND SOUTH WEST SERVICES, INC. 
2700 One Main Place 

Dallas, Texas 75250 


CENTRAL POWER AND LIGHT COMPANY 
P.O. Box 2121 
Corpus Christi, Texas 78403 


SOUTHWESTERN ELECTRIC POWER 
COMPANY 

P.O. Box 21106 

Shreveport, Louisiana 71156 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


WEST TEXAS UTILITIES COMPANY 
P.O. Box 841 
Abilene, Texas 79604 


(70-6163). 


NOTICE OF PROPOSED INCREASES IN 
SHORT-TERM BORROWING AUTHORIZATIONS 
AND EXTENSIONS THEREOF; ORDER AU- 
THORIZING CHANGES IN BANKS FROM WHICH 
BORROWINGS MAY BE MADE 


NOTICE IS HEREBY GIVEN that Central and 
South West Corporation (“CSW”), a registered 
holding company, and five of its subsidiary com- 
panies, Central Power and Light Company 
(“CPL”), Southwestern Electric Power Company 
(“SWEPCO”), West Texas Utilities Company 
(“WTU”), Public Service Company of Oklahoma 
(“PSO”) and Central and South West Services, 
Inc. (“CSWS”) (collectively the ‘‘subsidiaries’’) 
have filed with this Commission post-effective 
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amendments to their application-declaration pre- 
viously filed and amended in this matter pursuant 
to Sections 6, 7, 9(a), 10, 12(b) and 12(f) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
and Rules 43, 45 and 50 promulgated thereunder 
concerning the following proposed transactions. 
All interested persons are referred to the amended 
application-declaration, which is summarized 
below, for a complete statement of the proposed 
transactions. 


By orders dated June 30, 1978, October 27, 1978, 
March 29, 1979 and May 9, 1979 (HCAR Nos. 
20608, 20749, 20978 and 21041), applicants- 
declarants were authorized to incur short-term bor- 
rowings through December 31, 1979, in an aggre- 
gate collective amount of $200,000,000 and in the 
following individual amounts: CSW, $200,000,000; 
CPL, $71,000,000; PSO, $74,000,000; SWEPCO, 
$50,000,000; WTU $25,000,000; and CSWS, 
$2,000,000. 


The short-term borrowngs are pursuant to a CSW 
System money pool (“money pool’) under which 
applicants-declarants coordinate their short-term 
borrowings and make borrowings outside the 
money pool from banks and through the issuance 
of commercial paper. The money pool consists of 
funds from the following sources: (i) surplus funds 
of CSW; (ii) surplus funds of any of the sub- 
sidiaries; (iii) borrowings by CSW or the sub- 
sidiaries from banks; and (iv) proceeds from 
CSW’s sales of commercial paper. 


CSW administers the money pool by matching up, 
to the extent possible, short-term cash surpluses 
and loan requirements of itself and its subsidiaries. 
Subsidiary requests for short-term loans are met 
first from surplus funds of the other subsidiaries 
which are available to the money pool and then 
from CSW’s corporate funds, to the extent avail- 
able. When these sources of funds are insufficient 
to meet short-term loan requests, borrowings are 
made from outside the system. CSW is authorized 
to issue and sell its commercial paper to commer- 
cial paper dealers at a discount rate not in excess 
of the discount rate per annum prevailing at the 
time of issuance for commercial paper of compar- 
able quality and maturity sold by issuers to com- 
mercial paper dealers, and at an interest cost not 
exceeding the effective cost of money for unse- 
cured prime rate commercial bank loans prevailing 
on the date of issue of such commercial paper. 





CSW and its subsidiaries are also authorized, in 
the event that such borrowings would produce a 
lower effective cost of money than the issuance by 
CSW of its commerical paper, to borrow from 
banks to meet short-term borrowing needs which 
could not be met by the money pool. Such bank 
borrowings are also authorized even when the 
cost of such borrowings is not less than the cost of 
equivalent borrowings through the money pool if 
and only to the extent that such bank requires that 
the borrowings be made as a condition of main- 
taining the subsidiary’s line of credit with the bank, 
subject to an aggregate limit at any one time out- 
standing of $10,000,000 for all such bank borrow- 
ings and of $5,000,000 for any one subsidiary. 


The interest rate applicable to all loans of surplus 
funds through the money pool is the rate published 
in The Wall Street Journal for commercial paper 
placed directly by a major finance company and 
having a term most nearly equal to the term of the 
particular money pool loan in question. The inter- 
est rate applicable to the funds borrowed by CSW 
from external sources and loaned through the 


Bank 


Amount of Line 


money pool is equal to CSW’s net cost for the ex- 
ternal borrowings. 


By post-effective amendments applicants- 
declarants seek authorization (1) to change the 
banks from which they may make short-term bor- 
rowings; (2) to increase the aggregate borrowing 
limits for all companies except CSWS; and (3) to 
extend the period within which they may make 
such borrowings through December 31, 1980. 


Concerning the proposed change in banks from 
which they may make short-term borrowings, it is 
stated that applicants-declarants have made ar- 
rangements for the bank lines set forth in the table 
below. Borrowings are at the prime rate in all 
cases except for loans from First National Bank in 
Dallas, Republic National Bank, Irving Trust Com- 
pany, Security Pacific National Bank, Citibank and 
Chemical Bank, in all cases the rate being 107% of 
prime, and except for loans from the trust depart- 
ments of Texas Commerce Bank, Merchantile Na- 
tional Bank at Dallas, Republic National Bank and 
First City National Bank of Houston, the details of 
which are set forth following the table. 


Compensation Basis 





Bankers Trust Company 
First National Bank of Chicago 
First National Bank in Dallas 


Republic National Bank 
Irving Trust Company 


Marine Midland Bank 
Mercantile-Safe Deposit & Trust Co. 
Security Pacific National Bank 


Citibank 

Chemical Bank 

Bank of Delaware 

First National Bank of Denver 
Harris Trust & Savings Bank 
First City Bank of Dallas 


Service Area Banks 





CPL (23 local banks) 
PSO (1 local bank) 
SWEPCO (37 local banks) 
WTU (6 local banks) 


$ 25,000,000 
15,000 ,000 
6,500,000 


5,000,000 


Balances a/ 

Balances a/ 

$4 million balances a/ 

& $2.5 million fees b/ 
$2.5 million balances a/ 
& $2.5 million fees b/ 


5,000,000 


5,000,000 
5,000,000 
5 ,000 ,000 


5,000 ,000 
5,000,000 
4.500,000 
3,000,000 
2,000,000 
2,000,000 


$ 39,939,000 
10,000,000 
24,215,000 
11,875,000 





Total 


$178,929 ,000 





$2.5 million balances a/ 
& $2.5 million fees b/ — 
Balances a/ 

Fees c/ 

$2.5 million balances a/ 
& $2.5 million fees b/ 
Fees b/ 

Fees b/ 

Balances a, 

Balances a, 

Balances 4a, 

Balances a, 


Balances a, 
Balances a, 
Balances a, 
Balances 


SEC DOCKET/909 


% — 





Balances maintained in support of lines of credit are generally 
non-segregated working funds of applicants-declarants and are not 


restricted as to withdrawal. 


These non-segregated balances gener- 
ally aggregate approximately 10% of the line of credit. 


Substan- 


tial usage under these lines of credit could result in increased 
compensating balance requirements. 


Line or designated portion thereof is supported by fee equal annually 
to 7% of principal amount times the prime rate. 


Line or designated portion thereof is supported by fee equal annually 
to 1/2 of 1% of principal amount. 


In addition to the above, applicants-declarants 
have made arrangements for borrowings of up to 
$10,000,000, $5,000,000, $5,000,000 and 
$10,000,000 from funds managed by the trust de- 
partments of Texas Commerce Bank, Mercantile 
National Bank at Dallas, Republic National Bank 
and First City National Bank of Houston, respec- 
tively. The Texas Commerce Bank trust fund bor- 
rowings would be evidenced by notes payable on 
demand or a stated maturity date not exceeding 
six months from date of issuance and would bear 
interest at a rate equal to the 90-day rate on Gen- 
eral Motors Acceptance Corporation’s commercial 
paper, or, if CSW has outstanding commercial 
paper with a 90- to 180-day maturity, at the high- 
est effective rate to the ultimate purchasers of 
such paper. The Mercantile Bank at Dallas, Re- 
public National Bank and First City National Bank 
of Houston trust fund borrowings would be evi- 
denced by notes payable on demand and would 
bear interest at a rate equal to the highest annual 
interest rate on 30- to 179-day commercial paper 
placed by a major finance company as reported in 
The Wall Street Journal. 


The cost of compensating balances and fees paid 
to banks to maintain credit lines are initially allo- 
cated to the subsidiaries on the basis of 10% to 
WTU and 30% each to CPL, PSO and SWEPCO, 
and such costs are retroactively reallocated at the 
end of each calendar year on the basis of relative 
maximum outstanding short-term borrowings of 
each company (including CSW when it borrows for 
its own corporate needs). Thus each company is 
reallocated that proportion of the total line of credit 
costs which is equal to the percentage which its 
maximum short-term borrowings during the year 
represents of the aggregate of the maximum 
short-term borrowings, on a non-coincidental 
basis, of all the companies. 
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Concerning the proposed increases in aggregate 
borrowing limits, applicants-declarants seek au- 
thorization for short-term borrowings through De- 
cember 31, 1980, in an aggregate collective 
amount of $250,000,000 and in the following indi- 
vidual amounts: 


CSW 
CPL 

PSO 
SWEPCO 
WTU 
CSWS 


$250,000,000 
$100,000,000 
$ 90,000,000 
$ 75,000,000 
$ 35,000,000 
$ 2,000,000 


It is stated that the requested authorizations were 
arrived at by cash flow forecasts which assumed 
that each subsidiary might have to postpone by 
two months its presently anticipated issuances of 
long-term securities. 


The proceeds from the short-term borrowings will 
be used (1) in the case of borrowings by CPL, 
PSO, SWEPCO and WTHU, for the interim financing 
of their construction programs and to provide for 
other temporary working capital needs; (2) in the 
case of borrowings by CSW, for loans or contribu- 
tions to capital to the subsidiaries for such pur- 
poses; (3) in the case of borrowings by CSWS, to 
provide working capital for its operations; and (4) 
to repay borrowings previously incurred for such 
purposes. 


The estimated capital programs for 1979 and 1980 
for the operating companies are as follows: 


1979 
$193,000,000 
157,000,000 
132,000,000 
19,000,000 


1980 
$195,000,000 
138,000,000 
166,000,000 
12,000,000 


CPL 

PSO 
SWEPCO 
WTU 





None of the proceeds from such borrowings shall 
be utilized to pay the cost of facilities which would 
not be needed to provide service to customers of 
any of the operating companies if such operating 
company were not part of the CSW System, nor 
will any expenditures by made by any of the 
operating companies for the construction or ac- 
quisition of any facility not so needed prior to the 
time all funds covered by this application- 
declaration have been expended. For the purpose 
of the foregoing representation, there are included 
within the meaning of the term facilities all 
facilities, the construction or acquisition of which 
are or would be part of any proposal for synchron- 
ous interstate operation of the CSW System form- 
ing the subject of the proceedings in Central and 
South West Corporation, et al. (Admin. Proc. File 
No. 3-4951). which would not also be required for 
the continuation of the dissynchronous 
interstate/intrastate operation in the mode pres- 
ently prevailing in the Central and South West 
System. 


CSW requests exemption from the competitive 
bidding requirements of Rule 50 for its proposed 
issuance of commercial paper pursuant to Rule 
50(a)(5). 


The additional fees and expenses to be incurred in 
connection with the proposed transactions are es- 
timated at $250. It is stated that no state commis- 
sion and no federal commission, other this Com- 
mission, has jurisdiction over the proposed trans- 
actions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 10, 1979, request 
in writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said application-declaration, as amended by 
said post-effective amendments, which he desires 
to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should be 
served personally or by mail upon the applicants- 
declarants at the above-stated addresses, and 
proof of service (by affidavit or, in case of an attor- 
ney at law, by certificate) should be filed with the 
request. At any time after said date, the 
application-declaration, as amended by said 


post-effective amendments or as it may be further 
amended, may be granted and permitted to be- 
come effective as provided in Rule 23 of the Gen- 
eral Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any 
postponement thereof. 


It appearing that the amended application- 
declaration, insofar as it proposes changes in the 
banks from which short-term borrowings may be 
made, should be granted and permitted to become 
effective forthwith: 


IT IS ORDERED that the amended application- 
declaration regarding changes in the banks from 
which short-term borrowings may be made be, and 
it hereby is, granted and permitted to become ef- 
fective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21098/June 13, 1979 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-6292) 

NOTICE OF PROPOSAL BY PUBLIC UTILITY 
SUBSIDIARY TO OBTAIN A SIXTY YEAR 
FRANCHISE TO OPERATE A MUNICIPAL ELEC- 
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TRIC SYSTEM AND AN OPTION TO ACQUIRE 
THAT SYSTEM 


NOTICE IS HEREBY GIVEN that Louisiana Power 
& Light Company (“LP&L’”), an electric utility sub- 
sidiary of Middle South Utilities, Inc.,.a registered 
holding company, has filed an application- 
declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6(a), 7, 9(a), and 10 
of the Act as applicable to the proposed transac- 
tion. All interested persons are referred to the 
application-declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


LP&L is a public utility company engaged in the 
business of generating, transmitting, distributing 
and selling electric power and energy. It operates 
in 46 of the 64 parishes in the State of Louisiana, 
including the Parish of Richland. 


The Town of Rayville (“Town”) is a municipal cor- 
poration of the State of Louisiana, located in the 
Parish of Richland, in the northeasterly part of the 
State. Its population is approximately 4,400 
people. The Town owns, operates and maintains a 
system for the generation, distribution and sale of 
electric power and energy to customers within its 
corporate limits as well as to some customers out- 
side such corporate limits (“Electric System”). As 
of December 31, 1978, the Town had 2,408 elec- 
tric customers, of which 2,023 were classified as 
residential, 340 were classified as commercial, 5 
were classified as industrial, and 40 were clas- 
sified as government and municipal customers. 
The Electric System immediately adjoins and is 
connected to LP&L’s electric system and facilities. 


LP&L states that, for financial and other reasons, 
including difficulty in obtaining fuel, the Town has 
been encountering increasing difficulty in the op- 
eration and maintenance of the Electric System 
and has concluded that these problems would 
continue to become worse in the future. At the re- 
quest of the Mayor and Board of Aldermen of the 
Town, representatives of LP&L have negotiated 
with representatives of the Town and on 
November 20, 1978 submitted to the Mayor and 
Board of Aldermen an offer (‘Offer’) for the oper- 
ation and possible ultimate acquisition of the Elec- 
tric System by LP&L as set forth in an operating 
agreement (“Operating Agreement’). 
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Under the terms of the Operating Agreement LP&L 
will be obligated, at its own expense, to operate 
and maintain the entirety of the Electric System 
exclusive of the generating facilities (‘Distribution 
System”), providing for the entirety of the electric 
power supply requirements of the Distribution 
System and its customers, and LP&L may (but will 
not be obligated to) operate and/or maintain the 
Electric System’s generating facilities (‘‘Generat- 
ing Facilities”) or any part thereof; to make such 
additions, improvements and replacements to, 
extensions of, and retirements with respect to, the 
Distribution System as LP&L considers necessary 
or desirable, and may (but will not be obligated to) 
make additions, improvements and replacements 
to, and retirements with respect to, the Generating 
Facilities; to read the meters and bill the custom- 
ers of the Distribution System; and to maintain in 
effect certain insurance coverages with respect to 
the Electric System. Additions, improvements, re- 
placements and extensions so made shall be and 
shall remain the property of LP&L, but provision is 
made for the acquisition thereof by the Town in the 
event the Operating Agreement is terminated or 
nullified without LP&L acquiring ownership of the 
Electric System. 


Further, under the terms of the proposed Operat- 
ing Agreement the rates to be charged or made 
available by LP&L to the various classes or 
categories of customers of the Distribution System 
shall be the same rates which LP&L charges or 
makes available to the same classes or categories 
of customers elsewhere in the State of Louisiana. 
Such rates are regulated by the Louisiana Public 
Service Commission. 


LP&L will retain all revenues collected by it under 
the Operating Agreement. It will, however, be obli- 
gated to make Amortization Fund Deposits to a 
designated fiscal agent in amounts sufficient to 
pay the principal of and interest on the Town’s 
outstanding bonds. The Town presently has out- 
standing bonds in the aggregate principal amount 
of $1,859,000 which are payable from the income 
and revenues of its waterworks and electric sys- 
tems and plants (“Bonds”), consisting of the prin- 
cipal amounts presently outstanding of four differ- 
ent series of such bonds issued during the years 
1962 through 1973 (the Bonds issued in 1973 
being dated December 1, 1972), maturing on De- 
cember ist of the years 1979 through 1997, and 
bearing interest at rates from 3-%4% to 5-%4% per 
annum. The average rate of the Bonds is 4.80% 





per annum. The aggregate annual amounts of the 
Amortization Fund Deposits to be made by LP&L 
vary from a high of $182,035.50 in 1980 to a low of 
$5,162.50 in 1997. As long as the Operating 
Agreement or the franchise to be granted to LP&L 
by the ordinance hereinafter discussed or any re- 
placement or successor or successive franchise 
remains in effect, LP&L is also obligated to pay the 
Town 2% of the revenues from residential and 
commercial customers within the corporate limits 
of the Town, but if the aggregate of such 2% pay- 
ments and LP&L’s ad valorem taxes in the Town 
for any calendar year total less than 65,000, LP&L 
will pay the Town the difference within 30 days 
after the end of such calendar year, and if resi- 
dential and commercial revenues within the corpo- 
rate limits exceed $923,000 in any calendar year, 
the $65,000 will be increased for such calendar 
year by an amount equal to 1% of such excess. 
The Town is also protected during the same period 
against the possibility that increased electric rates 
may cause the annual cost to the Town of LP&L’s 
municipal electric service to the Town to become 
greater than the aggregate of the annual payments 
set forth above. LP&L will not assume or be liable 
for any contracts, accounts payable or financial 
obligations or liabilities of the Town. LP&L will 
have the right, under the Operating Agreement, to 
pay and refund any or all of the Bonds, and/or to 
prerefund any of the Bonds which may not then be 
callable. 


The Operating Agreement will give LP&L the fur- 
ther right, at any time that LP&L considers it eco- 
nomically feasible to do so, to require the Town to 
_ issue and sell refunding bonds in an amount suffi- 
cient to pay and refund and/or pre-refund all of the 
Bonds then outstanding, either (a) on the basis of 
the replacement of the Operating Agreement with 
a lease-purchase agreement whereunder LP&L 
would become the lessee of the Electric System, 
the lease payments made by LP&L would be suffi- 
cient to assure the payment of the refunding 
bonds, and LP&L would have the right to acquire 
the Electric System on the same basis as provided 
for in the Operating Agreement, or (b) on the basis 
of the replacement of the Operating Agreement 
with a new operating agreement reflecting such 
changes as necessarily result from such refunding 
but otherwise having substantially the same terms, 
conditions and provisions as the Operating 
Agreement. The Town may require LP&L to par- 
ticipate in such a refunding provided that the last 
maturing refunding bonds mature no later than the 


last maturity date of any of the Bonds and that the 
annual debt service on the refunding bonds is no 
greater for any year than the amount of the Amor- 
tization Fund Deposit for such year. 


The Operating Agreement will further provide that 
at such time as no Bonds or refunding bonds are 
outstanding (pre-refunded Bonds and/or pre- 
refunded refunding bonds being considered as no 
longer outstanding), LP&L will have the right and 
option, for the considerations resulting from the 
terms of the Operating Agreement (or the terms of 
any lease-purchase agreement or new operating 
agreement in connection with any refunding 
bonds), to acquire from the Town the entirety of 
the Electric System. 


The offer also provides for the Mayor and Board of 
Aldermen of the Town to adopt an ordinance which 
ordinance will order the Mayor of the Town to exe- 
cute and deliver the Operating Agreement and 
such other deeds, conveyances and contracts as 
may be necessary thereafter to carry out and con- 
summate the Offer and the terms of the Operating 
Agreement, and will grant a 60-year electric fran- 
chsie throughout the Town to LP&L. 


To avoid the situation which would otherwise exist 
if the Operating Agreement is ever terminated or 
nullified without LP&L acquiring the ownership of 
the Electric System and LP&L’s franchise is still 
effective, the Offer also provides for the Company 
to execute and deliver to the Town a letter in which 
the Company agrees that in such situation it will, 
on demand, release and relinquish such franchise. 


The fees, commissions and expenses to be in- 
curred by LP&L in connection with the proposed 
transaction are estimated at $10,000, including 
legal fees of $8,000. It is stated that no state or 
federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 9, 1979, request in 
writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
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A copy of such request should be served person- 
ally or by mail upon the applicant-declarant at the 
above-stated address, and proof of service (by af- 
fidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date, the application-declaration, as filed 
or as it may be amended, may be granted and 
permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is or- 
dered will receive any notices or orders issued in 
this matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21099/June 13, 1979 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-6308) 


ORDER AUTHORIZING ISSUANCE AND SALE 
OF COMMON STOCK BY SUBSIDIARY TO 
HOLDING COMPANY AND PROPOSED IS- 
SUANCE AND SALE OF PREFERRED STOCK 
BY SUBSIDIARY AT COMPETITIVE BIDDING 


Middle South Utilities, Inc. (‘Middle South’), a 
registered holding company, and its electric utility 
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subsidiary company, Arkansas Power & Light 
Company (“Arkansas”), have filed an application- 
declaration and amendments thereto with this 
Commission pursuant to Sections 6(b), 9(a), 10 
and 12(f) of the Public Utility Holding Company Act 
of 1935 (‘Act’) and Rules 23, 24, 43 and 50 prom- 
ulgated thereunder regarding the following pro- 
posed transactions. 


Arkansas proposes to issue and sell to Middle 
South, and Middle South proposes to acquire from 
Arkansas, from time to time through June 13, 
1980, at the price of $12.50 per share, or 
$30,000,000 in the aggregate, up to 2,400,000 of 
presently authorized but unissued shares of the 
common stock of Arkansas, $12.50 par value per 
share (“Common Stock’). Arkansas presently has 
outstanding 31,836,773 shares of common stock, 
$12.50 par value per share, having an aggregate 
par value on its books of $397,959,662.50, all of 
which shares are owned by Middle South. As a 
source of funds to finance the acquisition of the 
Common Stock of Arkansas, Middle South will 
utilize borrowings under a credit agreement with 
various banks, approval for which agreement is 
currently being sought from this Commission 
(HCAR No. 21030, May 2, 1979). 


Arkansas also proposes to issue and sell up to 
1,600,000 shares of a new series of its preferred 
stock, cumulative, par value $25 per share (‘‘Pre- 
ferred Stock’), subject to the competitive bidding 
requirements of Rule 50 under the Act. The Pre- 
ferred Stock will be created by appropriate corpo- 
rate action and, except as to designation, dividend 
rate, the date from which dividends commence to 
accumulate, redemption premiums, the terms and 
conditions of redemption, matters pertaining to par 
value and certain voting rights, and the terms and 
conditions of a sinking fund referred to in the fol- 
lowing paragraph, will have the same characteris- 
tics as, and rank pari passu with, the presently 
outstanding preferred stock of Arkansas. The divi- 
dend rate of the Preferred Stock, which will be a 
multiple of 4/25ths of 1%, and the price to be paid 
to Arkansas for the Preferred Stock, which will be 
not less than $25 nor more than $25.70 per share, 
plus accumulated dividends, if any, will be deter- 
mined by competitive bidding. The terms of the 
Preferred Stock will include a prohibition, until 
June 1, 1984, against refunding the Preferred 
Stock, directly or indirectly, with the proceeds of 
funds derived from the issuance of debt securities 
at a lower effective interest cost or from the is- 





suance of other stock, which ranks prior to or ona 
parity with the Preferred Stock as to dividends or 
assets, at a lower effective dividend cost. 


The terms of the Preferred Stock will include provi- 
sions for a sinking fund designed to redeem, at 
$25 per share, plus accumulated dividends, 
80,000 shares on each June 1 commencing in the 
year 1984, with Arkansas having a non-cumulative 
option to redeem an additional 80,000 shares on 
each June 1 during the sinking fund redemption 
period. 


Arkansas proposes to use the net proceeds de- 
rived from the issuance and sale of the Common 
Stock and the Preferred Stock for the payment of 
short-term indebtedness incurred or estimated to 
be incurred and for financing Arkansas construc- 
tion program, estimated to cost approximately 
$265,400,000 during 1979. 


The fees, commissions and expenses paid or to be 
incurred in connection with the proposed transac- 
tions are estimated to total $175,000, including 
printing costs of $45,000, counsel fees of $52,500, 
accountants’ fees of $17,000, rating fees of 
$15,300, fees of Middle South Services, Inc., of 
$8,500 and miscellaneous expenses of $23,476. 
Orders have been obtained from the Arkansas 
Public Service Commission and the Tennessee 
Public Service Commission authorizing the is- 
suance and sale of the Common and Preferred 
Stock by Arkansas. No other state commission 
and no federal commission, other than this Com- 
mission, has jurisdiction over the proposed trans- 
actions. 


Due notice of the filing of said application- 
declaration has been given in the manner pre- 
scribed in Rule 23 promulgated under the Act 
(HCAR No. 21043), and no hearing has been re- 
quested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no ad- 
verse findings are necessary; and that it is appro- 
priate in the public interest and in the interest of 
investors and consumers that said application- 
declaration, as amended, be granted and per- 
mitted to become effective: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 


application-declaration, as amended, be, and it 
hereby is, granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions 
prescribed in Rules 24 and 50 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 2100/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6078/June 14, 1979 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21101/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6079/June 14, 1979 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 

Release No. 21102/June 14, 1979 

SEE 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Rel. No. 21103/June 14, 1979 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 


(70-6171) 


ORDER AUTHORIZING TRANSACTION CON- 
CERNING POLLUTION CONTROL FACILITIES 


Appalachian Power Company (‘Appalachian’), and 
electric utility subsidiary of American Electric 
Power Company, Inc., a registered holding com- 
pany, has filed with this Commission post-effective 
amendments to its application-declaration pre- 
viously filed and amended in this matter pursuant 
to Sections 9(a), 10 and 12(d) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 
44(b)(3) promulgated thereunder concerning the 
following proposed transaction. 


By order dated June 30, 1978 (HCAR No. 20610), 
Appalachian was authorized to enter into an 
agreement of sale (‘‘Agreement’’) with Mason 
County, West Virginia (‘County’) concerning the 
financing of pollution control facilities (‘Facilities’) 
at Appalachian’s Mountaineer Plant and Phillip 
Sporn Plant. Under the Agreement the County is to 
issue and sell its pollution control revenue bonds 
(“Revenue Bonds’), in one or more series, the 
proceeds from which sales are to be deposited by 
the County with the trustee (‘Trustee’) under the 
indenture (“Indenture”) entered into between the 
County and Trustee pursuant to which Indenture 
the Revenue Bonds are issued and secured. The 
proceeds will then be applied to the payment of 
the costs of construction of the Facilities, esti- 
mated at $120,000,000. Appalachian conveyed to 
the County the equipment previously constructed 
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related to the Facilities, subject to the lien of its 
first mortgage. The Agreement provides for the 
sale of the Facilities to Appalachian, the payment 
by Appalachian of the purchase price in semi- 
annual installments over a term of years and the 
assignment and pledge to the Trustee of the 
County’s interest in, and monies receivable by the 
County under, the Agreement. 


The Agreement also provides that each installment 
of the purchase price will be in such amount (to- 
gether with other monies held by the Trustee for 
such purposes) as will enable the County to pay, 
when due: (i) the interest on the Revenue Bonds; 
(ii) the principal amount of the Revenue Bonds 
payable at their stated maturities; and (iii) all 
amounts payable in connection with any manda- 
tory redemption of the Revenue Bonds. Appala- 
chian is also obligated to pay the fees and charges 
of the Trustee, as well as certain administrative 
expenses of the County. Appalachian may prepay 
the purchase price (i) by paying, under certain 
conditions, amounts sufficient to redeem all Rev- 
enue Bonds then outstanding and all other 
amounts payable under the Indenture, or (ii) at any 
time by depositing monies in the Indenture’s bond 
fund or delivering to the Trustee amounts sufficient 
to provide for the release of the Indenture. Upon 
prepayment, Appalachian may terminate the 
Agreement. 


By post-effective amendments it is stated that the 
County proposes to issue and sell up to 
$50,000,000 principal amount of Revenue Bonds 
(“Series B Revenue Bonds’) in addition to the 
$40,000,000 principal amount of Revenue Bonds 
previously issued and sold. The Series B Revenue 
Bonds will be issued pursuant to the Indenture and 
a first supplemental indenture, which provide that 
the proceeds from the sale will be deposited by the 
County with the Trustee and applied to the pay- 
ment of the costs of construction of the Facilities. 


It is contemplated that the Series B Revenue 
Bonds will be dated as of June 1, 1979, will bear 
interest payable semiannually at the rate of 7.5% 
per annum will mature on June 1, 2009, and will be 
sold by the County to a group of underwriters rep- 
resented by Goldman, Sachs & Co. at a price of 
98.225% of their principal amount and resold to 
the public at 100% of their principal amount (re- 
sulting in an effective interest cost of approxi- 
mately 7.65% per annum). The Series B Revenue 





Bonds will not be redeemable at the option of the 
County within 10 years from date of issuance ex- 
cept under certain circumstances set forth in the 
first supplemental indenture. The Series B Rev- 
enue Bonds will be subject to redemption through 
operation of a sinking fund providing for redemp- 
tion at par plus accrued interest on June 1 in the 
years and amounts as follows: 


Year 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 


Amount 
$ 2,000,000 
2,000,000 
2,000,000 
2,000,000 
3,000,000 
4,000,000 
7,000,000 
10,000,000 


The Series B Revenue Bonds are also subject to 
redemption before maturity on or after June 1, 
1989, in whole at any time or in part on any inter- 
est payment date at the following redemption 
prices plus accrued interest to the redemption 
date: 


Redemption Dates 
(Dates Inclusive) 
June 1, 1989 to May 31, 1990 103 % 

June 1, 1990 to May 31, 1991 1021/2 

June 1, 1991 to May 31, 1992 102 
June 1, 1992 to May 31, 1993 101 1/2 
June 1, 1993 to May 31, 1994 101 
June 1, 1994 to May 31, 1995 100 1/2 
June 1, 1995 and thereafter 100 


Redemption 
Price 


The fees and expenses to be incurred by Appala- 
chian in connection with the proposed transaction 
are estimated at $37,500, including legal fees of 
$30,000. The Virginia State Corporation Commis- 
sion and the West Virginia Public Service Com- 
mission have authorized the proposed transaction. 
No other state commission and no federal com- 
mission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


Upon the basis of the facts in the record, as 
amended by said post-effective amendments, it is 
hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended by said post-effective 


amendments, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as amended by said 
post-effective amendments, be, and it hereby is, 
granted and permitted to become effective forth- 
with, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED that jurisdiction be, 
and it hereby is, reserved with respect to the terms 
of sale of the Facilities as those terms are affected 
by the issuance and sale of additional Revenue 
Bonds under the Agreement. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 21104/June 14, 1979 


In the Matter of 
CENTRAL AND SOUTH WEST CORPORATION 


CENTRAL AND SOUTH WEST SERVICES, INC. 
Dallas, Texas 


CENTRAL POWER AND LIGHT COMPANY 
Corpus Christi, Texas 


SOUTHWESTERN ELECTRIC POWER 
COMPANY 
Shreveport, Louisiana 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


SEC DOCKET/917 





WEST TEXAS UTILITIES COMPANY 
Abilene, Texas 


(70-6163) 


ORDER AUTHORIZING INCREASE IN SHORT- 
TERM BORROWING AUTHORIZATION 


Central and South West Corporation (“CSW”), a 
registered holding company, and five of its sub- 
sidiaries, Central Power and Light Company, 
Southwestern Electric Power Company 
(‘“SWEPCO”), West Texas Utilities Company, 
Public Service Company of Oklahoma and Central 
and South West Services, Inc., have filed with this 
Commission a post-effective amendment to their 
application-declaration previously filed and 
amended in this matter pursuant to Sections 6, 7, 
9(a), 10, 12(b) and 12(f) of the Public Utility Hold- 
ing Company Act of 1935 (“Act”) and Rules 43, 45 
and 50 promulgated thereunder concerning the 
following proposed transaction. 


By order dated June 30, 1978 (HCAR No. 20608), 
applicants-declarants were authorized to incur 
short-term borrowings through December 31, 
1979, pursuant to a CSW System money pool 
under which applicants-declarants coordinate their 
short-term borrowings and make borrowings out- 
side the money pool from banks and through the 
issuance of commercial paper. With respect to 
SWEPCO, the authorized amount, based on 
shown need, was $50,000,000 out of $65,000,000 
authorization which had been sought. Jurisdiction 
was reserved in said order with respect to a possi- 
ble increase in the authorization to the 
$65,000,000 pending a showing of further need. 


By post-effective amendment, it is stated that 
SWEPCO will need to increase its short-term bor- 
rowings from $50,000,000 to $60,000,000 in order 
to pay its federal income tax taxes on June 15, 
1979. It is further stated that CSW and SWEPCO 
have pending an application in File No. 70-6314 
as to which a notice has been issued (HCAR No. 
21067) for a proposed $20,000,000 capital contri- 
bution from CSW to SWEPCO, but as to which 
authorization will not be received before June 26, 
1979. SWEPCO therefore requests that its short- 
term borrowing authorization be increased to 
$60,000,000 until said capital contribution is au- 
thorized and made. 
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None of the proceeds from such borrowings shall 
be utilized to pay the cost of facilities which would 
not be needed to provide service to customers of 
SWEPCO if SWEPCO were not part of the CSW 
System, nor will any expenditures be made by 
SWECO for the construction or acquisition of any 
facility not so needed prior to the time all funds 
covered by this application-declaration have been 
expended. For the purpose of the foregoing repre- 
sentation, there are included within the meaning of 
the term facilities all facilities, the construction or 
acquisition of which are or would be part of any 
proposal for synchronous interstate operation of 
the CSW System forming the subject of the pro- 
ceedings in Central and South West Corporation, 
et al. (Admin. Proc. File No. 3-4951), which would 
not also be required for the continuation of dissyn- 
chronous interstate/intrastate operation in the 
mode presently prevailing in the Central and South 
West System. 


The additional fees and expenses to be incurred in 
connection with the proposed transaction are es- 
timated at $150. No state commission and no fed- 
eral commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Upon the basis of the facts in the record, as 
amended by said post-effective amendment, it is 
hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest 
of investors and consumers that said application- 
declaration, as amended by said post-effective 
amendment, be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that 
SWEPCO be, and it hereby is, authorized effective 
forthwith a short-term borrowing limitation of 
$60,000,000 until the proposed capital contribution 
to it by CSW in File No. 70-6314 shall have been 
authorized and made, at which time said limitation 
shall revert to $50,000,000; subject to the terms 
and conditions prescribed in Rule 24 promulgated 
under the Act, except that certificates thereunder 
shall be filed quarterly. 





For the Commission, by the Division of Corporate 
& Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 528/June 12, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6077/June 12, 1979 





TRUST INDENTURE ACT OF 1939 
Release No. 529/June 14, 1979 


The Securities and Exchange Commission has is- 
sued a notice giving interested persons until June 
19; 1979, to request a hearing on an Application 
by Eaton Corporation (the ‘“Corporation”) pursuant 
to Section 310(b)(I)(ii) of the Trust Indenture Act of 
1939 declaring that the trusteeship of Citibank, 
National Association under two indentures is not 
so likely to involve a material conflict of interest as 
to make it necessary to disqualify Citibank, Na- 
tional Association from acting as trustee. 


Trust Indenture Act of 1939 
Release No. 530/June 14, 1979 


The Securities and Exchange Commission has is- 
sued an order under the Trust Indenture Act 
(“Act”) on application of Pacific Gas and Electric 
Company, exempting its First and Refunding 


Mortgage Bonds, Series 79A, due August 1, 2021, 
from the provisions, Subsections 316(a)(1), 316(b) 
and 317(a)(2) of the Act. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 10722/June 8, 1979 


In the Matter of 


INVESTORS MUTUAL, INC. 
1000 Roanoke Building 
Minneapolis, Minnesota 55402 


INVESTORS SELECTIVE FUND, INC. 
1000 Roanoke Building 
Minneapolis, Minnesota 55402 


INVESTORS SYNDICATE OF AMERICA, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


IDS LIFE INSURANCE COMPANY 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4434) 


ORDER PURSUANT TO SECTION 17(d) OF THE 
ACT AND RULE 17d-1 THEREUNDER PERMIT- 
TING CONSUMMATION OF CERTAIN PRO- 
POSED TRANSACTIONS. 


On May 11, 1979, a notice was issued (Investment 
Company Act Release No. 10689) on an applica- 
tion filed on February 14, 1979, and an amend- 
ment thereto on April 27, 1979, by Investors 
Mutual, Inc. (“Mutual”), Investors Selective Fund, 
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Inc. (“Selective”), both Nevada corporations reg- 
istered under the Investment Company Act of 1940 
(“the Act’) as open-end, diversified, management 
investment companies, Investors Syndicate of 
America, Inc. (“ISA”), a Delaware corporation, 
registered under the Act as a face amount certifi- 
cate company, and IDS Life Insurance Company 
(“ISL”), a Minnesota corporation engaged in the 
sale of life insurance, disability income insurance 
and annuities, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, requesting an order of 
the Commission authorizing (1) Mutual and Selec- 
tive to execute a Consent of Holder of First 
Mortgage Bonds of Coastal States Gas Producing 
Company (‘Producing’) and (2) ISA and ISL to 
execute a note agreement which contains modifi- 
cations of the terms and provisions of the 8%% 
Notes of Producing due 1987, and to perform 
those actions contemplated by the note agree- 
ment. 


The notice gave interested persons an opportunity 
to request a hearing, and stated that an order dis- 
posing of the application would be issued as of 
course unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Com- 
mission has not ordered a hearing. 


The matter having been considered, it is found, on 
the basis of the information contained in the appli- 
cation, that the participation of Mutual, Selective, 
and ISA in the proposed transactions is consistent 
with the provisions, policies and purposes of the 
Act and is not on a basis less advantageous than 
that of any other participant. Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder, that said applica- 
tion to permit the participation of Mutual, Selective, 
and ISA in consummation of the proposed trans- 
actions along with ISL be and hereby is granted, 
effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10723/June 8, 1979 


In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
and 

BEVIS INDUSTRIES, INC. 

40 Westminister Street 

Providence, Rhode Island 02903 


(812-4456) 


NOTICE OF FILING OF APPLICATION FOR 
ORDER PURSUANT TO SECTION 17(b) OF THE 
ACT EXEMPTING PROPOSED TRANSACTION 
FROM SECTION 17(a) OF THE ACT, AND PUR- 
SUANT TO SECTION 17(d) OF THE ACT AND 
RULE 17d-1 THEREUNDER PERMITTING PRO- 
POSED TRANSACTION. 


NOTICE IS HEREBY GIVEN that Narragansett 
Capital Corporation (‘Narragansett’), registered 
under the Investment Company Act of 1940 (the 
“Act’”) as a non-diversified, closed-end, manage- 
ment investment company and licensed as a small 
business investment company under the Small 
Business Investment Act of 1958, and Bevis In- 
dustries, Inc. (“Bevis”), a corporation presumed to 
be controlled by Narragansett (hereinafter Nar- 
ragansett and Bevis are collectively referred to as 
“Applicants”), filed an application on March 27, 
1979, and an amendment thereto on June 1, 1979, 
for an order pursuant to Section 17(b) of the Act, 
exempting from the provisions of Section 17(a) of 
the Act, and pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, permitting, certain 
proposed transactions to be made in connection 
with the acquisition by MDP Holding Corporation 
(“MDP”), a wholly-owned subsidiary of Bevis, of 
all of the issued and outstanding stock of MD 
Pneumatics, Inc. (‘Pneumatics’). All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein, which are summarized 
below. 


Applicants state that Narragansett owns approxi- 
mately 35.5% of the outstanding shares of Bevis, 
and that, as a group, the officers and directors of 
Narragansett own less than 1% of the outstanding 
shares of Bevis. According to the application, 





Bevis, which had engaged, inter alia, in the busi- 
ness of manufacturing and selling Christmas 
cards, (i) filed a voluntary petition in United States 
District Court for the Southern District of New York 
(“Court”) for an arrangement under Chapter XI of 
the Federal Bankruptcy Act on April 15, 1974, and 
(ii) in connection therewith, filed a debtors ar- 
rangement which, as amended, was confirmed by 
order of the Court on April 23, 1975. Applicants 
state that in 1976, Bevis embarked on a program 
(i) to reduce its expenses by disposing of most of 
its properties and curtailing its then existing busi- 
ness and (ii) to acquire existing profitable busi- 
nesses. According to the application, the first ac- 
quisition in this program was the acquisition of 
Greenville Tube Corporation (‘Greenville’) by a 
wholly-owned subsidiary of Bevis. Applicants as- 
sert that Greenville is the only operating company 
presently owned by Bevis, and that the proposed 
acquisition of Pneumatics, a company which has 
been consistently profitable over the past five 
years, should complement the Greenville acquisi- 
tion. 


Applicants state that Pneumatics is engaged in the 
business of manufacturing and selling blowers and 
air pumps for industrial uses. They further state 
that Pneumatics was organized under the laws of 
the State of Missouri in 1972 to acquire the assets 
and business of MGD Pneumatics, Inc., a sub- 
sidiary of North American Rockwell Corporation, 
and that at the time of such acquisition (i) Nar- 
ragansett acquired fifty percent of the common 
stock of Pneumatics for an aggregate purchase 
price of $200,000 and made a subordinated loan 
to Pneumatics in the amount of $1,500,000 and (ii) 
ten employees of MGD Pneumatics, Inc. (the 
‘Management Stockholders”), including Earl L. 
Fester (‘‘Fester’), currently president of Pneuma- 
tics, purchased the remaining fifty percent of the 
common stock of Pneumatics. According to the 
application, the subordinated loan to Pneumatics 
has been fully repaid. Applicants represent that 
during 1978 Narragansett exchanged its voting 
common stock in Pneumatics for the same number 
of shares of newly authorized Class B non-voting 
common stock. 


MDP proposes to purchase all of the outstanding 
shares of Pneumatics, pursuant to a stock pur- 
chase agreement (“Stock Purchase Agreement’) 
among MDP, Bevis, Narragansett and the Man- 
agement Stockholders, for $5,500,000 (subject to 
adjustment as described below): $600,000 pay- 


able in cash within 10 days of closing, and the bal- 
ance to be represented by subordinated install- 
ment notes (“Notes”) bearing interest at the rate of 
6 percent per annum and payable in principal in- 
stallments (subject to adjustment) of $550,000 on 
April 1 of 1980, 1981, 1982, and 1983, and 
$2,700,000 on September 30, 1984. According to 
the application, the cash payment of $600,000 will, 
in part, be financed by a term loan (“Term Loan”) 
from Industrial National Bank of Rhode Island 
(“INbank”’). The loan agreement (“INbank Loan 
Agreement’) provides that Bevis shall loan to MDP 
not less than $200,000 of the proceeds from the 
sale, described below, of its common stock to 
Pneumatics’ stockholders and employees, and 
that MDP shall apply such funds to the partial 
payment of the Term Loan. 


Applicants state that the Notes will be subordinate 
to any indebtedness of MDP which is incurred in 
compliance with the provisions of the Stock Pur- 
chase Agreement (other than indebtedness to Nar- 
ragansett, none of which is outstanding or con- 
templated), and that no payments of principal or of 
interest would be payable on the Notes if MDP is 
in default with respect to any such indebtedness. 
Applicants further state that individual installments 
of principal (excluding the September 30, 1984, in- 
stallment) will be deferred to the extent that the 
Adjusted Net Income (as defined in the Stock Pur- 
chase Agreement) of Pneumatics for the fiscal 
year ending immediately prior to the April install- 
ment in question is less than $550,000, and that 
any such deferred installments shall be payable on 
the following April 1, to the extent that the Ad- 
justed Net Income of Pneumatics for the last fiscal 
year ending prior to such following April 1 exceeds 
the installment of principal due on such following 
April 1. According to the application, payments of 
principal will be allocated to the earliest unpaid 
deferred installments, and all unpaid deferred in- 
stallments shall become payable on September 
30, 1984. 


Applicants state that the principal amounts due 
under the Notes are subject to reduction with re- 
spect to the September 30, 1984, installment of 
principal in the event Pneumatics’ ‘“‘warranted 
pre-tax income” less any “warranted pre-tax loss” 
(as those terms are defined in the Stock Purchase 
Agreement) for the period commencing on the 
closing date and ending on the fifth anniversary of 
such date does not exceed $7,000,000. Applicants 
further state that the reduction, if any, will equal 
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the total of (i) the excess of $7,000,000 over the 
actual amount of warranted pre-tax income, after 
deducting any warranted pre-tax loss, and (ii) any 
excess interest paid or accrued on the Notes in 
light of the reduced purchase price, except that in 
no event will the reduction exceed $2,700,000. 
According to the application, under a Guarantee 
and Pledge Agreement, payment of the Notes will 
be guaranteed by Bevis and will be secured by a 
pledge by Bevis of all of the outstanding stock of 
MDP, which stock shall be the sole recourse 
against Bevis. 


Applicants state that the Stock Purchase Agree- 
ment contains certain other convenants and re- 
strictions respecting the conduct of the business of 
Pneumatics until the payment in full or other 
satisfaction of the Notes, including: (i) that MDP 
-and Bevis not sell, transfer or encumber the 
shares of common stock of Pneumatics, or shares 
of capital stock of MDP, except as specifically pro- 
vided by the Stock Purchase Agreement; (ii) that 
MDP furnish to Fester, on a regular basis, certain 
financial information regarding MDP and Bevis; (iii) 
restrictions on MDP and Pneumatics incurring in- 
debtedness or creating liens; (iv) that MDP and 
Pneumatics not consolidate or merge, or dispose 
of any substantial portion of their properties or as- 
sets; and (v) that Pneumatics continue to maintain 
its incentive compensation and profit sharing 
plans, and maintain a $1,000,000 life insurance 
policy on the life of Fester. According to the appli- 
cation, these convenants and restrictions can be 
waived by the consent of the holders of 80% of the 
total original principal amount of the Notes. The 
Applicants further state that, under the provisions 
of the Stock Purchase Agreement, Management 
Stockholders are given a right of first refusal exer- 
cisable in case of the sale by Bevis or MDP of the 
capital stock of MDP or Pneumatics, respectively, 
or in case of the sale of all or substantially all of 
Pneumatics’ assets. The Stock Purchase Agree- 
ment also provides that Fester and Charles V. 
Malone (also a Management Stockholder) shall be 
two of the four directors of MDP and Pneumatics 
until the satisfaction of MDP’s obligations under 
the Notes, provided there is no default on the 
Notes or on any indebtedness not subordinate to 
the Notes. 


The application also describes certain other as- 
greements respecting and relating to the proposed 
acquisition of Pneumatics shares by MDP: (i) an 


922/SEC DOCKET 


employment agreement with Fester, expiring De- 
cember 31, 1983, under which Fester will be given 
full independent authority to manage Pneumatics, 
subject only to the direction of the board of direc- 
tors of Pneumatics; (ii) an agreement by the Man- 
agement Stockholders and certain other Pneuma- 
tics employees to purchase a total of 140,000 
shares of Bevis common stock at a price of $2.00 
per share, which price, Applicants assert, reflects 
fairly the value of the Bevis stock to be issued in 
light of the restrictions on transfer and the amount 
of such stock being sold; (iii) an amendment to an 
existing agreement among the principal share- 
holders of Bevis which provides for the represen- 
tation on the Bevis board of directors of the vari- 
ous principal shareholders of Bevis, and extends 
until January 2, 1984, certain restrictions on the 
transfer of Bevis stock imposed by the existing 
Bevis stockholders’ agreement; (iv) the INbank 
Loan Agreement, referred to above, which also 
provides for certain modifications to an existing 
loan agreement between INbank and Pneumatics 
to permit the acquisition of Pneumatics by MDP, 
and which makes Narragansett, the Management 
Stockholders and Bevis parties to the INbank Loan 
Agreement for various purposes; and (6) the 
Guarantee and Pledge Agreement referred to 
above. 


Section 2(a)(3) of the Act includes within the defi- 
nition of “affiliated person” of another person: (1) 
any person controlled by such other person; (2) 
any person five percent or more of whose out- 
standing voting securities are owned by such other 
person and (3) any employee, officer or director of 
such other person. Section 2(a)(9) of the Act pro- 
vides, in part, that any person owning, directly or 
indirectly, more than 25 per centum of the voting 
securities of a company shall be presumed to 
control such company. Accordingly, it appears, 
inter alia, that Bevis and MDP are affiliated per- 
sons of, and presumed to be controlled by, Nar- 
ragansett. 


Section 17(a) of the Act provides, in part, that it is 
unlawful for any affiliated person of a registered 
investment company or any affiliated person of 
such person, acting as principal: 


(1) knowingly to sell any security or other property 
to such registered company or to any company 
controlled by such registered company, unless 
such sale involves solely securities of which the 
buyer is the issuer, or (2) knowingly to purchase 





from such registered company or from any com- 
pany controlled by such registered company, any 
security or other property, except securities of 
which the seller is the issuer. Section 17(b) of the 
Act generally provides that, upon application, the 
Commission shall exempt a proposed transaction 
from the provisions of Section 17(a) of the Act if 
evidence establishes that the terms of the pro- 
posed transaction, including the consideration to 
be paid or received, are reasonable and fair and 
do not involve overreaching on the part of any per- 
son concerned and that the proposed transaction 
is consistent with the policy of the registered in- 
vestment company concerned and with the gen- 
eral purposes of the Act. Thus, Narragansett re- 
quests an order pursuant to Section 17(b) of the 
Act, exempting from the provisions of Section 
17(a) of the Act, (i) the sale by MDP of the Notes 
to Narragansett and (ii) the purchase by MDP from 
Narragansett of shares of Class B non-voting 
common stock of Pneumatics. 


Section 17(d) of the Act and Rule 17d-1 thereun- 
der, taken together, provide, in part, that it is un- 
lawful for an affiliated person of a registered in- 
vestment company, or an affiliated person of such 
person, acting as principal, to effect any transac- 
tion in which such investment company is a joint 
participant, without the permission of the Commis- 
sion. Rule 17d-1 provides, in part, that in passing 
upon applications for orders granting such permis- 
sion, the Commission will consider (i) whether the 
participation of the investment company in such 
transaction on the basis proposed is consistent 
with the provisions, policies and purposes of the 
Act, and (ii) the extent to which such participation 
is on a basis different from or less advantageous 
than that of other participants. Applicants state 
that the proposed transactions described in the 
application are interrelated, involve affiliated per- 
sons of Narragansett or affiliated persons of such 
persons, and may be deemed to be part of a joint 
enterprise or other joint arrangement. Thus, Appli- 
cants request an order of the Commission, pur- 
suant to Section 17(d) of the Act and Rule 17d-1 
thereunder, permitting all such proposed transac- 
tions. 


Applicants assert that the terms of the proposed 
transactions are the result of throughly arm’s- 
length negotiations among the parties, each of 
whom was represented by independent counsel, 
and that, based upon ordinary standards of valua- 
tion, the price and terms of the purchase of 


Pneumatics stock are fair and reasonable to all 
parties. Applicants state that discounting the 
$4,900,000 in face amount of the Notes at 10% to 
a present-day cash value of approximately 
$3,420,000 and adding to this amount the 
$600,000 cash down payment, represents a price 
of approximately 11.93 times the average after-tax 
earnings of Pneumatics over its fiscal years ended 
March 31, 1977, and 1978, and a lower multiple of 
its anticipated after-tax earnings for the current 
fiscal year. Applicants submit that, although the 
11.93 multiple represents a higher multiple of 
earnings than Pneumatics’ stockholders (including 
Narragansett) could expect to receive from most 
other potential purchasers, MDP can pay this 
amount because Bevis expects a carryover of net 
operating losses which should be available to 
MDP through 1981. Thus, Applicants note that part 
of the income generated by Pneumatics, which 
willl be utilized to pay off the Notes, will not be 
subject to federal income tax. Applicants further 
submit that, if the net operating losses should 
prove not to be available, the selling stockholders 
are adequately secured by the pledge of MDP 
stock. Applicants state that the exposure of Bevis 
is essentially limited to its down payment plus any 
other principal payments previously made, and 
note that the inability of Pneumatics to generate 
the projected earnings should result in a reduction 
of the purchase price. Applicants further state that 
the sales and earnings of Pneumatics have been 
increasing over the past five years, and that they 
believe the Management Stockholders are confi- 
dent that the warranted earnings can be realized. 
They also state that, because the selling stock- 
holders view the transaction as capital gains 
oriented, the parties are justified in setting the 
interest rate on the Notes at the minimum rate 
which would avoid imputed interest for federal in- 
come tax purposes. 


Applicants submit that the proposed transaction 
does not involve overreaching by any person, and 
that all Bevis shareholders are treated equally and 
given an equal chance to receive a fair return on 
their investment in Bevis. Applicants further submit 
that all shareholders of Narragansett are treated 
equally, with an equal chance to recoup on one of 
the major investments of Narragansett. They as- 
sert that the proposed transaction is consistent 
with Narragansett’s investment policy, and state 
that the proposed transaction is substantially 
beneficial to the public shareholders of Narragan- 
sett and Bevis, as well as to the Management 
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Stockholders and, therefore, is consistent with the 
intent and purposes of the Act. 


Applicants state that all participants will participate 
in the proposed transaction on the same basis, 
except that (i) Fester will enter into an employment 
agreement and (ii) Management Stockholders and 
certain other Pneumatics employees will be pur- 
chasing Bevis common stock. Applicants assert 
that the success of Pneumatics is largely attribut- 
able to the management talents of Fester, and that 
the employment agreement is a necessary in- 
ducement to him, as a major stockholder of 
Pneumatics, to agree to the proposed transaction 
and to continue his relationship with Pneumatics 
until the Notes are fully paid. Applicants further 
state that the proposed equity investment in Bevis 
by Pneumatics’ employees is designed to assure 
that such employees continue to have an equity 
interest in the success of Pneumatics and to pro- 
vide funds to Bevis. Narragansett states that it will 
not buy additional Bevis common stock because 
the regulations of the Small Business Administra- 
tion (“SBA”) prohibit any additional investment by 
Narragansett in Bevis without the approval of the 
SBA. Applicants state that Narragansett’s past 
dealings with the SBA indicate that the SBA would 
not consent to any additional investment in Bevis. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 29, 1979, at 10:00 
a.m., submit to the Commission in writing a re- 
quest for a hearing on the matter accompanied by 
a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communica- 
tions should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served 
personally or by mail upon Applicants at the ad- 
dress stated above. Proof of such service (by af- 
fidavit or, in case of an attorney-at-law, by certifi- 
cate) shall be filed contemporaneously with the re- 
quest. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon 
the Commission’s own motion. Persons who re- 
quest a hearing, or advice as to whether a hearing 
is ordered, will receive any notices and orders is- 
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sued in this matter, including the date of the hear- 
ing (if ordered) and any postponements thereof: 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10724/June 11, 1979 


In the Matter of 


BULLOCK FUND, LTD. 

BULLOCK TAX-FREE SHARES, INC. 
CANADIAN FUND, INC. 

DIVIDEND SHARES, INC. 

MONEY SHARES, INC. 

MONTHLY INCOME SHARES, INC. 
NATION-WIDE SECURITIES COMPANY, INC. 


and 


CALVIN BULLOCK, LTD. 
One Wall Street 
New York, New York 10005 


(812-4221) 


ORDER PURSUANT TO SECTION 11(a) OF THE 
ACT PERMITTING OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM SECTION 22(d) 
OF THE ACT. 


Bullock Fund, Ltd., Canadian Fund, Inc., Dividend 
Shares, Inc., Monthly Income Shares, Inc., and 
Nation-Wide Securities Company, Inc. (herein 
collectively referred to as the “Funds’), Bullock 
Tax-Free Shares, Inc. (‘Tax-Free’), and Money 
Shares, Inc. (‘Money Shares”), each registered as 
a diversified, open-end, management investment 
company under the Investment Company Act of * 
1940 (“Act”), and Calvin Bullock, Ltd. (“Bullock”), 
principal underwriter for the Funds, Tax-Free and 





Money Shares, filed an application on November 
10, 1977, and amendments thereto on January 11, 
1978, June 5, 1978, and January 18, 1979, for an 
order: (1) pursuant to Section 11(a) of the Act, 
permitting the Funds and Bullock to offer shares of 
the Funds in exchange for shares of Money 
Shares, which shares of Money Shares were ac- 
quired in exchange for shares of Tax-Free, on a 
basis other than their relative net asset values per 
share at the time of the exchanges of shares of 
Money Shares from the provisions of Section 22(d) 
of the Act to the extent necessary to permit the 
proposed exchange offer. 


On May 3, 1979, a notice was issued (Investment 
Company Act Release No. 10681) of the filing of 
the application. The notice gave interested per- 
sons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that 
the granting of the requested exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. Ac- 
cordingly, 


IT IS ORDERED, pursuant to Section 11(a) of the 
Act, that the proposed exchange offers be, and 
hereby are, approved. 


IT IS FURTHER ORDERED, pursuant to Section 
6(c) of the Act, that the application for exemption 
from Section 22(d) of the Act, to the extent re- 
quested, be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10725/June 11, 1979 


In the Matter of 


SOUTH COAST CAPITAL COMPANY (formerly 
Space Ventures, Inc.) 

c/o Keith Lister 

861 Sixth Avenue 

San Diego, California 92101 


(811-1118) 


NOTICE OF FILING OF APPLICATON PUR- 
SUANT TO SECTION 8(f) OF THE INVESTMENT 
COMPANY ACT OF 1940 FOR AN ORDER DE- 
CLARING THAT APPLICANT HAS CEASED TO 
BE AN INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that South Coast 
Capital Company (formerly Space Ventures, Inc.) 
(‘Applicant’), registered under the Investment 
Company Act of 1940 (‘‘Act”) as a closed-end, 
non-diversified, managemnt investment company, 
and a licensee under the Small Business Invest- 
ment Act of 1958, filed an application on May 14, 
1979, pursuant to Section 8(f) of the Act, for an 
order of the Commission declaring that Applicant 
has ceased to be an investment company as di- 
fined in the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained 
therein, which are summarized below. 


Applicant, a Nevada corporation, registered under 
the Act on November 2, 1961. According to the 
application Applicant has not made a public offer- 
ing of its securities. Subsequent to registering 
under the Act, Applicant changed its name to 
South Coast Capital Company. In 1967, after 
having distributed its assets pro-rata to five share- 
holders Applicant was formally dissolved pursuant 
to applicable state laws. Applicant currently has no 
assets, debts or liabilities and is not a party to any 
pending litigation or administrative proceeding. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission, on its own motion 
or upon application, finds that a registered invest- 
ment company has ceased to be an investment 
company, it shall so declare by order, and upon 
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the effectiveness of such order the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 5, 1979, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such request, and the issues, 
if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, and 
order disposing of the application herein will be is- 
sued as of course following said date unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any 


notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10726/June 12, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6077/June 12, 1979 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 10727/June 12, 1979 


In the Matter of 


BUNKER HILL INCOME SECURITIES, INC. 


and 


SECURITY PACIFIC NATIONAL BANK 
1000 East Walnut Street 
Pasadena, California 91106 


(812-4411) 


ORDER PURSUANT TO SECTION 17(d) OF THE 
ACT AND RULE 17d-1 THEREUNDER PERMIT- 
TING JOINT TRANSACTIONS. 


Bunker Hill Income Securities, Inc. (“Bunker Hill’), 
registered under the Investment Company Act of 
1940 (“Act”) as a closed-end, diversified, manag- 
ment investment company, and Security Pacific 
National Bank (‘‘Adviser’’) (Bunker Hill and the Ad- 
viser are collectively referred to herein as ‘“‘Appli- 
cants’”’), investment adviser to Bunker Hill, filed an 
application on December 26, 1978, for an order 
pursuant to Section 17(d) of the Act and Rule 
17d-1 thereunder, permitting Bunker Hill and the 
Adviser to enter into a joint arrangement for the 
payment of premiums for errors and ommissions 
insurance covering Applicants and their officers, 
directors and employees for the policy years 1978 
and 1979, and permitting them (and any other in- 
vestment company or companies of which the Ad- 
viser is the investment adviser that may hereafter 
be registered under the Act, and any subsidiary of 
the Adviser or of its parent corporation, Security 
Pacific Corporation, which may become the in- 
vestment adviser to Bunker Hill) to enter into 
similar joint arrangements for subsequent years. 


On May 15, 1979, a notice was issued (Investment 
Company Act Release No. 10692) of the filing of 
the application. The notice gave interested per- 
sons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 





The matter has been considered, and it is found, 
on the basis of the information stated in the 
application, that the proposed transactions are 
consistent with the provisions, policies and pur- 
poses of the Act and that the participation of 
Bunker Hill in such transactions, on the basis pro- 
posed, will not be on a basis less advantageous 
than that of other particpants. Accordingly, 


IT IS ORDERED, pursuant to Section 17(d) of the 
Act and Rule 17d-1 thereunder, that the proposed 
transactions be, and hereby are, permitted, effec- 
tive forthewith. 


For the Commission, by the Division of Investment 
Mangement, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10728/June 12, 1979 


In the Matter of 


EDIE SPECIAL GROWTH FUND, INC. 
ROWE PRICE NEW HORIZONS FUND, INC. 


and 


T. ROWE PRICE ASSOCIATES, INC. 
100 East Pratt Street 
Baltimore, Maryland 21202 


(812-4441) 


ORDER PURSUANT TO SECTION 17(b) OF THE 
ACT GRANTING EXEMPTION FROM SECTION 
17(a) OF THE ACT AND PURSUANT TO SEC- 
TION 17(d) AND RULE 17d-1 PERMITTING PAR- 
TICIPATION IN PROPOSED REORGANIZATION 
AND CONCURRENT TRANSACTIONS. 


Edie Special Growth Fund, Inc. (“Growth Fund”), 
and Rowe Price New Horizons Fund, Inc. (“New 
Horizons”), both registered under the Investment 


Company Act of 1940 (‘‘Act’’) as diversified, 
open-end managment investment companies, and 
T. Rowe Price Associates , Inc. (‘‘Price’’), and in- 
vestment adviser registered under the Investment 
Advisers Act of 1940, filed an appilcation on Feb- 
ruary 26, 1979, and an amendment thereto on May 
2, 1979, pursuant to Section 17(b) of the Act, for 
an order of the Commission exempting from the 
provisions of Section 17(a) of the Act the proposed 
reorganization of Growth Fund with and into New 
Horizons and, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, for an order of the 
Commission permitting the joint participation of 
Price in the proposed reorganization and concurrent 
transactions. 


On May 16, 1979, a notice was issued (Investment 
Company Act Release No. 10702) of the filing of 
the application. The noctice gave interested per- 
sons an opportunity to request a hearing and 
stated that an order disposing of the applicaton 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that 
the terms of the proposed transactions are rea- 
sonable and fair and do not involve overreaching 
on the part of any person concerned, and that the 
proposed transactions are consistent with the 
policies of Growth Fund and New Horizons and 
with the general purposes of the Acct. It is further 
found that the participation of Growth Fund and 
New Horizons in the proposed transactions is con- 
sistent with the provisions, policies and purposes 
of the Act and that neither Growth Fund’s nor Hori- 
zons’ participation is on a baiss less advantageous 
than that of the other participants. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the 
Act, that the proposed reorganization of Edie 
Special Growth Fund, Inc., with and into Rowe 
Price New Horizons Fund, Inc., be, and hereby is, 
exempted from the provisions of Section 17(a) of 
the Act. 


IT IS FURTHER ORDERED, pursuant to Section 
17(d) of the Act and Rule 17d-1 thereunder, that 
the application to permit T. Rowe Price As- 
sociates, Inc., to participate in the proposed reor- 
ganization and concurrent transactions be, and 
hereby is, granted, effective forthwith. 
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For the Commission, by the Division of Investment 
Managment, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10729/June 13, 1979 


In the Matter of 


MINNEAPOLIS SHAREHOLDERS COMPANY 
4158 IDS Center 

80 South 8th Street 

Minneapolis, Minnesota 55402 


(812-4400) 


NOTICE OF FILING OF APPLICATION PUR- 
SUANT TO SECTION 17(b) OF THE ACT FOR AN 
ORDER EXEMPTING PROPOSED TRANSAC- 
TION FROM SECTION 17(a) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Minneapolis 
Shareholders Company (‘Applicant’), a Minnesota 
corporation and a closed-end, non-diversified 
management investment company registered 
under the Investment Company Act of 1940 (the 
“Act’), filed an application on December 4, 1978, 
and an amendment thereto on March 23, 1979, for 
an order pursuant to Section 17(b) of the Act 
exempting from the provisions of Section 17(a) of 
the Act a proposed sale by Applicant to Federal 
Financial Corp. (“FFC’) of furniture, equipment 
and leasehold improvements owned by Applicant. 
All interested persons are referred to the applica- 
tion on file with the Commission for a statement of 
the representations contained therein, which are 
summarized below. 


Applicant states that FFC is a wholly owned sub- 
sidiary of Jacobs Industries, Incorporated (‘‘JIl’’) 
and the Jil holds approximately 84 percent of Ap- 
plicant’s outstanding common stock. The applica- 
tion states, that, by reason of the foregoing re- 
lationships, FFC is an affiliate of an affiliated per- 
son (Jil) of the Applicant within the meaning of 
Section 2(a)(3) of the Act. 
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Applicant states that on November 3, 1978, its 
Board of Directors unanimously adopted a Plan of 
Dissolution, Complete Liquidation and Termination 
of Existence (‘Plan’) pursuant to which Applicant 
will be dissolved voluntarily in accordance with the 
laws of the State of Minnesota. The Plan was ap- 
proved by shareholders on December 21, 1978, 
and a certificate of dissolution was filed sub- 
sequently with the Secretary of State of Min- 
nesota. Applicant states that its shares were de- 
listed from the Midwest Stock Exchange in 
January 1979 and have not been traded since 
adoption of the Plan. Upon dissolution of Applicant 
and the distribution of substantially all of its assets 
to shareholders, Applicant intends to file an appli- 
cation with the Commission for an order that it has 
ceased to be an investment company under the 
Act. 


Applicant states that while substantially all of its 
assets are held in certificates of deposit, Applicant 
carried on its books at cost, as of December 31, 
1978, approximately $36,802 worth of furniture, 
equipment and leasehold improvements less ac- 
cumulated depreciation of approximately $5,303. 
The furniture and equipment were purchased dur- 
ing the period from June 1977 through August 
1978 at a cost of approximately $26,000 with the 
principal amount of purchases arising in 1977. 
Leasehold improvements were made in late 1977 
and early 1978 at a cost of approximately $23,500 
less a lessor’s advance of $12,500. Applicant 
states that it presently leases its office facilities 
from FFC pursuant to a sublease. 


Applicant states that on November 14, 1978, an 
appraisal of the furniture, equipment and 
leasehold improvements valued such items at 
$8,700. On that date the officers of the Applicant 
entered into an agreement (‘‘Agreement’’) with 
FFC for the sale of those items to FFC and the 
termination of the sublease between Applicant and 
FFC for a payment to Applicant by FFC of $10,000 
subject to the issuance of an order by the Com- 
mission to the effect that the proposed sale of fur- 
niture, equipment and leasehold improvements is 
exempt from the provisions of Section 17(a) of the 
Act. The shareholders of Applicant approved the 
Agreement, including a payment equal to or 
greater than $10,000, on December 21, 1978. Ap- 
plicant states that shareholder approval was not 
required by law and therefore was not a condition 
precedent to the closing of the Agreement. Appli- 
cant states that following shareholder approval of 





the Agreement, Applicant determined that the 
$10,000 purchase price appeared to be low in view 
of how recently some of the furniture had been 
purchased and FFC’s apparent intention to remain 
a tenant in the leased space. Following further 
consideration on the question of price for the fur- 
niture, equipment and leasehold improvements a 
new price of $31,499, the depreciated book value 
of the items, was agreed upon and the Agreement 
was amended to reflect that price on March 1, 
1979. 


Section 17(a)(2) of the Act, with certain exceptions 
not here relevant, prohibits an affiliated person or 
an affiliated person of such person, acting as prin- 
cipal, knowingly to purchase from a registered 
company any security or other property, Section 
17(b) of the Act provides that the Commission, 
upon application, shall exempt a transaction from 
the provisions of Section 17(a) of the Act of the 
evidence establishes that the terms of the trans- 
action, including the consideration to be paid or 
received, are reasonable and fair and do not in- 
volve overreaching on the part of any person con- 
cerned, and that the proposed transaction is con- 
sistent with the policy of the registered investment 
company concerned and the general purposes of 
the Act. 


Applicant contends that to insure that the sale of 
the assets results in the most favorable return to 
its shareholders such assets should be sold as a 
package. Applicant represents that FFC will utilize 
the facilities and therefore will place the highest 
value on such assets. Applicant further contends 
that the Agreement will permit a quick sale and will 
enable the Applicant to wind up its affairs more 
quickly, thereby saving the expense of continued 
operation. Applicant also points out that while the 
appraisal of the items being sold was $8,700, the 
Agreement provides that Applicant will sell them 
and be permitted to terminate its sublease with 
FFC for $31,499. For these reasons, the Applicant 
believes that the terms of the proposed transac- 
tion, including the consideration to be paid, are 
reasonable and fair and do not involve overreach- 
ing on the part of any person concerned. Applicant 
represents that the proposed transaction is con- 
sistent with its stated investment policy and with 
the general purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 9, 1979, at 5:30 
p.m., submit to the Commission in writing a re- 


quest for a hearing on the matter accompanied by 
a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicant at the address stated 
above. Proof of such service (by affidavit, or in 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application will be issued as of course follow- 
ing said date unless the Commissoin thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10730/June 13, 1979 


In the Matter of 


SIGMA EXCHANGE FUND, INC. 
Greenville Center 

3801 Kennett Pike 

Wilmington, Delaware 19807 


(811-2792) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS 
CEASED TO BE AN INVESTMENT COMPANY. 


Sigma Exchange Fund, Inc. (‘Applicant’), regis- 
tered under the Investment Company Act of 1940 
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(“Act”) as an open-end, diversified management 
investment company, filed an application pursuant 
to Section 8(f) of the Act on April 24, 1979, for an 
order of the Commission declaring that Applicant 
has ceased to be an investment company as de- 
fined in the Act. 


On May 15, 1979, a notice (Investment Company 
Act Release No. 10693) was issued of the filing of 
said application. The notice gave interested per- 
sons an opportunity to request a hearing and 
stated that an order would be issued as of course 
unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found 
that the Applicant has ceased to be an investment 
company as defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 
9(f) of the Act, that the registration of Sigma Ex- 
change Fund, Inc., shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10731/June 13, 1979 


In the Matter of 


KEYSTONE APOLLO FUND, INC. 
99 High Street 
Boston, Massachusetts 02110 


(811-1909) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS 
CEASED TO BE AN INVESTMENT COMPANY. 


Polaris Fund Inc., on behalf of Keystone Apollo 
Fund, Inc. (‘Applicant’) filed an application pur- 
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suant to Section 8(f) of the Investment Company 
of 1940 (‘Act’) on March 5, 1979, for an order of 
the Commission declaring that Applicant, an 
open-end, diversified management company reg- 
istered under the Act, has ceased to be an invest- 
ment company as defined in the Act. 


On May 15, 1979, a notice (Investment Company 
Act Release No. 10695) was issued of the filing of 
said application. The notice gave interested per- 
sons an opportunity to request a hearing and 
stated that an order would be issued as of course 
unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found 
that the Applicant has ceased to be an investment 
company as defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 
8(f) of the Act, that the registration of Keystone 
Apollo Fund, Inc., shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment 
Mangement, pursuant to delagated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10732/June 13, 1979 


In the Matter of 
KEYSTONE OTC FUND, INC. 


99 High Street 
Boston, Massachusetts 02110 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS 
CEASED TO BE AN INVESTMENT COMPANY. 


Polaris Fund, Inc., on behalf of Keystone OTC 
Fund, Inc. (“Applicant”) filed an application pur- 
suant to Section 8(f) of the Investment Company 





Act of 1940 (“Act”) on March 5, 1979, for an order 
of the Commission declaring that Applicant, a 
closed-end, diversified management investment 
company registered under the Act, has ceased to 
be an investment company ad defined in the Act. 


On May 15, 1979, a notice (Investment Company 
Act Release No. 10694) was issued of the filing of 
said application. The notice gave interested per- 
sons an opportunity to request a hearing and 
stated that an order would be issued as of course 
unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found 
that the Applicant has ceased to be an investment 
company as defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 
8(f) of the Act, that the registration of Keystone 
OTC Fund, Inc., shall forthwith cease to be in ef- 
fect. 


For the Commission, by the Division of Investment 
Management, pursuant to delagated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10733/June 13, 1979 


In the Matter of 


CENTENNIAL CAPITAL CASH MANAGEMENT 
TRUST 

One New York Plaza 

New York, New York 10004 


(812-4426) 


NOTICE OF FILING OF APPLICATION PUR- 
SUANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER OF EXEMPTION FROM RULES 2a-4 
AND 22c-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Centennial Cap- 
ital Cash Management Trust (“Applicant’’), a no- 
load, open-end diversified management invest- 
ment company registered under the Investment 
Company Act of 1940 (the ‘“‘Act’’), has filed an ap- 
plication on January 29, 1979, and amendments 
thereto on April 25, 1979, and June 1, 1979, pur- 
suant to Section 6(c) of the Act for an order of the 
Commission exempting Applicant from the provi- 
sions of Rules 2a-4 and 22c-1 thereunder to the 
extent necessary to permit Applicant to compute 
its price per share for the purposes of sales and 
redemptions of its shares to the nearest one cent 
on a share value of one dollar. In all other re- 
spects, portfolio securities held by the Applicant 
will be valued in accordance with the views set 
forth in Investment Company Act Release No. 
9786 (May 3, 1977) (“IC-9786”). All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein, which are summarized 
below. 


Applicant states that it is a “money market” fund 
whose investment objective is seeking the best 
obtainable yields on “money market’ securities 
consistent with low capital risks. The application 
states that its portfolio may be invested, as a mat- 
ter of fundamental investment policy, only in U.S. 
Government and agency obligations, bank obliga- 
tions and instruments secured thereby, commer- 
cial paper and certain debt obligations, and certain 
other obligations meeting specified tests, maturing 
in one year or less. 


Applicant states that it values its portfolio in ac- 
cordance with the views set forth in IC-9786, in 
that it will value debt securities with greater than 
60 days remaining to maturity based upon current 
market quotations if readily available, in such 
manner as to take into account any unrealized ap- 
preciation or depreciation due to changes in inter- 
est rates and other factors which would influence 
the current fair values of such securities. For debt 
securities originally purchased with remaining 
maturities of 60 days or less, the Applicant will use 
amortized cost valuation to value these securities 
provided that such valuation is determined to be 
appropriate by the Trustees of Applicant and that 
such amortization is based upon the market or fair 
value of the securities on the 61st day prior to 
maturity. Applicant asserts that because of the 
short maturities of its portfolio, its net asset per 
share has remained constant at $1.00 per share. 
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Applicant states that it expects that as a result of 
rounding the net asset value per share to the 
nearest $0.01 on a $1.00 price, Applicant’s price 
per share for the purpose of sales and redemption 
should remain at $1.00; however, this might not be 
the case in the absence of such rounding if future 
investment considerations should dictate an in- 
crease in the average life of its portfolio. 


Applicant represents that its shareholders use its 
shares for investment of cash reserves or tempor- 
ary cash balances. Applicant states that the 
maintenance of a constant net asset value per 
share is a crucial factor in the purchase and hold- 
ing of Applicant’s shares. Applicant asserts that by 
meeting the conditions set forth below and by val- 
uing its shares to the nearest one cent on a share 
value of one dollar, it can maintain a constant 
value for its shareholders along with full liquidity 
and a satisfactory yield. In addition, Applicant 
states that its adherence to the conditions set forth 
below will substantially reduce the likelihood of 
significant variation from a constant share price 
and the likelihood of any dilution of the assets and 
returns of incoming or outgoing shareholders. 


Rule 22c-1 adopted under the Act provides, in 
part, that no registered investment company issu- 
ing any redeemable security shall sell, redeem or 
repurchase any security except at a price based 
on the current net asset value of such security 
which is next computed after receipt of a tender of 
such security for redemption or of an order to pur- 
chase or sell such security. Rule 2a-4 adopted 
under the Act provides, as here relevant, that the 
“current net asset value” of a redeemable security 
issued by a registered investment company used 
in computing its price for the purposes of distribu- 
tion and redemption shall be determined with ref- 
erence to current market value for portfolio securi- 
ties with respect to which market quotations are 
readily available and for other securities and as- 
sets fair value as determined in good faith by the 
board of directors of the registered company. In 
IC-9786 the Commission issued an interpretation 
of Rule 2a-4 expressing its view that it was incon- 
sistent with Rule 2a-4 for certain money market 
funds to “round off” calculations of their net asset 
value per share to the nearest one cent on a share 
value of $1.00, because such a calculation might 
have the effect of masking the impact of changing 
values of portfolio securities and therefore might 
not “reflect” its portfolio valuation as required by 
Rule 2a-4. 
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Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, exempt any 
person, security or transaction or any class or 
classes of persons, securities or transactions, from 
any provision or provisions of the Act and rules 
thereunder, if and to the extent that such exemp- 
tion is necessary or appropriate in the public inter- 
est and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicant submits that the issuance of the re- 
quested order is necessary and appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Applicant states 
that shareholders who purchased its shares with 
the expectation of receiving maximum current in- 
come consistent with stability of principal would be 
unfairly treated should there be a deviation below 
$1.00 per share, because redeeming shareholders 
could lose not only all or part of the dividend in- 
come which they have earned but even part of 
their principal, particularly if a redemption takes 
place relatively soon after a purchase. Applicant 
represents that, to the extent necessary, the Ap- 
plicant’s Trustees will consider the advisability of 
temporarily suspending the payment of dividends, 
or making a capital gains distribution (if and to the 
extent that capital gains have not been reflected in 
prior dividends) to maintain a $1.00 price per 
share, if the net asset value per share declines to 
value below $0.997 or rises to a value above 
$1.003, respectively. Applicant states that in order 
to attempt to assure the stability of its net asset 
value per share it will also adhere to the following 
conditions: 


1. Applicant’s Trustees, in supervising 
Applicant’s operations and delegat- 
ing special responsibilities involving 
protfolio management to Applicant's 
investment adviser, undertake—as a 
particular responsibility within their 
overall duty of care owed to Appili- 
cant’s shareholders—to assure to 
the extent reasonably practicable, 
taking into account current market 
conditions affecting Applicant's in- 
vestment objectives, that Applicant's 
price per share as computed for the 
purpose of distribution, redemption 
and repurchase, rounded to the 
nearest one cent, will not deviate 
from one dollar. 





2. Applicant will maintain a dollar- 


weighted average portfolio maturity 
appropriate to its objective of main- 
taining a stable price per share. Ap- 
plicant will not purchase a portfolio 
security unless it matures in twelve 
months or less from the date of pur- 
chase, or is subject to a repurchase 
agreement so maturing or has been 
called for redemption within twelve 
months, where the Applicant's in- 
vestment adviser has determined 
that the risk that such redemption will 
not take place is minimal; nor will it 
maintain a dollar-weighted average 
portfolio maturity in excess of 120 
days. 


. Applicant will invest only in obliga- 


tions issued or guaranteed by the 
U.S. Government or its agencies; 
bank time deposits, certificates of 
deposit, bankers acceptances and 
other bank obligations; high-grade 
commercial paper and other debt ob- 
ligations rated Prime-1 by Moody’s 
Investors Service, Inc., or A-1 by 
Standard & Poor’s Corporation, or 
issued by companies having an out- 
standing debt issue rated at least Aa 
by Moody’s Investors Service, Inc., 
or at least AA by Standard & Poor’s 
Corporation; other obligations ac- 
companied by a guarantee of princi- 
pal and interest issued by a bank or 
corporation whose certificates of de- 
posit or commercial paper may 
otherwise be purchased; and repur- 
chase agreements for the obligations 
of the types listed above. Invest- 
ments in bank time deposits, certifi- 
cates of deposit, bankers accept- 
ances, and other bank obligations 
are limited to domestic banks or 
savings and loan associations sub- 
ject to regulation by the U.S. Gov- 
ernment having in excess of 
$1,000,000 in total assets. Invest- 
ments in repurchase agreements will 
be limited to transactions with a fi- 
nancial institution believed by Appli- 
cant’s investment adviser to prevent 
minimal credit risks. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 9, 1979, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the matter accompanied by 
a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicant(s) at the address(es) 
stated above. Proof of such service (by affidavit, or 
in case of an attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. As 
provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Rel. No. 10734/June 13, 1979 


In the Matter of 


OPPENHEIMER MONETARY BRIDGE, INC. 
One New York Plaza 
New York, New York 10004 


(812-4425) 


NOTICE OF FILING OF APPLICATION PUR- 
SUANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER OF EXEMPTION FROM RULES 2a-4 and 
22c-1 THEREUNDER. 
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NOTICE IS HEREBY GIVEN that Oppenheimer 
Monetary Bridge, Inc. (‘Applicant’), a no-load, 
open-end diversified management investment 
company registered under the Investment Com- 
pany Act of 1940 (the “Act’’), has filed an applica- 
tion on January 29, 1979, and amendments 
thereto on April 23, 1979, and June 1, 1979, pur- 
suant to Section 6(c) of the Act for an order of the 
Commission exempting Applicant from the provi- 
sions of Rules 2a-4 and 22c-1 thereunder to the 
extent necessary to permit Applicant to compute 
its price per share for the purposes of sales and 
redemptions of its shares to the nearest one cent 
on a share value of one dollar. In all other re- 
spects, portfolio securities held by the Applicant 
will be valued in accordance with the views set 
forth in Investment Company Act Release No. 
9786 (May 3, 1977) (“IC-9786”). All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein, which are summarized 
below. 


Applicant states that it is a “money market” fund 
whose investment objective is seeking the 
maximum current income that is consistent with 
stability or principal. The application states that its 
portfolio may be invested, as a matter of funda- 
mental investment policy, only in bank or corporate 
debt obligations, commercial paper, U.S. Treasury 
bills and other short-term instruments issued by 
the U.S. Government or its agencies, maturing in 
or called for redemption in one year or less. 


Applicant states that it values its portfolio in ac- 
cordance with the views set forth in IC-9786, in 
that it will value debt securities with greater than 
60 days remaining to maturity based upon current 
market quotations if readily available, in such 
manner as to take into account any unrealized ap- 
preciation or depreciation due to changes in inter- 
est rates and other factors which would influence 
the current fair values of such securities. For debt 
securities originally purchased with remaining 
maturities of 60 days or less, the Applicant will use 
amortized cost valuation to value these securities 
provided that such valuation is determined to be 
appropriate by the Board of Directors of Applicant 
and that such amortization is based upon the mar- 
ket or fair value of the securities on the 61st day 
prior to maturity. Applicant asserts that because of 
the short maturities of its portfolio, its net asset per 
share has remained constant at $1.00 per share 
(as adjusted for a stock split effective July 31, 
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1975). Applicant states that it expects that as a re- 
sult of rounding the net asset value per share to 
the nearest $0.01 on a $1.00 price, Applicant's 
price per share for the purpose of sales and rede- 
mption should remain at $1.00; however, this 
might not be the case in the absence of such 
rounding if future investment considerations 
should dictate an increase in the average life of its 
portfolio. 


Applicant represents that is shareholders use its 
shares for investment of cash reserves or tempor- 
ary cash balances. Applicant states that the 
maintenance of a constant net asset value per 
share is a crucial factor in the purchase and hold- 
ing of Applicant's shares. Applicant asserts that by 
meeting the conditions set forth below and by val- 
uing its shares to the nearest one cent on a share 
value of one dollar, it can maintain a constant 
value for its shareholders along with full liquidity 
and a satisfactory yield. In addition, Applicant 
states that its adherence to the conditions set forth 
below will substantially reduce the likelihood of 
significant variation from a constant share price 
and the likelihood of any dilution of the assets and 
returns of incoming or outgoing shareholders. 


Rule 22c-1 adopted under the Act provides, in 
part, that no registered investment company issu- 
ing any redeemable security shall sell, redeem or 
repurchase any security except at a price based 
on the current net asset value of such security 
which is next computed after receipt of a tender of 
such security for redemption or of an order to pur- 
chase or sell such security. Rule 2a-4 adopted 
under the Act provides, as here relevant, that the 
“current net asset value” of a redeemable security 
issued by a registered investment company used 
in computing its price for the purposes of distribu- 
tion and redemption shall be determined with ref- 
erence to current market value for portfolio securi- 
ties with respect to which market quotations are 
readily available and for other securities and as- 
sets fair value as determined in good faith by the 
board of directors of the registered company. In 
IC-9786 the Commission issued an interpretation 
of Rule 2a-4 expressing its view that it was incon- 
sistent with Rule 2a-4 for certain money market 
funds to “round off” calculations of their net asset 
value per share to the nearest one cent on a share 
value of $1.00, because such a calculation might 
have the effect of masking the impact of changing 
values of portfolio securities and therefore might 





not “reflect” its portfolio valuation as required by 
Rule 2a-4. 


Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, exempt any 
person, security or transaction or any class or 
classes of persons, securities or transactions, from 
any provision or provisions of the Act and rules 
thereunder, if and to the extent that such exemp- 
tion is necessary or appropriate in the public inter- 
est and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicant submits that the issuance of the.re- 
quested order is necessary and appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. Applicant states 
that shareholders who purchased its shares with 
the expectation of receiving maximum current in- 
come consistent with stability of principal would be 
unfairly treated should there be a deviation below 
$1.00 per share, because redeeming shareholders 
could lose not only all or part of the dividend in- 
come which they have earned but even part of 
their principal, particularly if a redemption takes 
place relatively soon after a purchase. Applicant 
represents that, to the extent necessary, the Ap- 
plicant’s Board of Directors will consider the ad- 
visability of temporarily suspending the payment of 
dividends, or making a capital gains distribution (if 
and to the extent that capital gains have not been 
reflected in prior dividends) to maintain a $1.00 
price per share, if the net asset value per share 
declines to a value below $0.997 or rises to a 
value above $1.003, respectively. Applicant states 
that in order to attempt to assure the stability of its 
net asset value per share it will also adhere to the 
following conditions: 


1. Applicant’s Board of Directors, in 
supervising Applicant’s operations 
and delegating special respon- 
sibilities involving portfolio manage- 
ment to Applicant’s investment ad- 
viser, undertake—as a particular re- 
sponsibility within their overall duty 
of care owed to Applicant’s 
shareholders—to assure to the ex- 
tent reasonably practicable, taking 
into account current market condi- 
tions affecting Applicant's investment 
objectives, that Applicant’s price per 


share as computed for the purpose 
of distribution, redemption and re- 
purchase, rounded to the nearest 
one cent, will not deviate from one 
dollar. 


. Applicant will maintain a dollar- 


weighted average portfolio maturity 
appropriate to its objective of main- 
taining a stable price per share. Ap- 
plicant will not purchase a portfolio 
security unless it matures in one 
year or less, or is subject to a repur- 
chase agreement, the delivery under 
which does not exceed one year, or 
has been called for redemption 
within one year, where the Appli- 
cant’s invesment adviser has deter- 
mined that the risk that such rede- 
mption will not take place is minimal; 
nor will it maintain a dollar-weighted 
average portfolio maturity in excess 
of 120 days. 


. Applicant will invest only in debt obli- 


gations payable in dollars issued or 
guaranteed by the Federal Govern- 
ment, Federal governmental agen- 
cies, or certain banks, savings and 
loan associations, and corporations. 
Investments in banking obligations 
will be limited to certificates of de- 
posit issued by domestic banks or 
savings and loan associations which 
have total assets in excess of $1 bil- 
lion and bankers acceptances or 
letters of credit guaranteed by U.S. 
commercial banks having total as- 
sets in excess of $1 billion. The 
commercial paper purchased by Ap- 
plicant will be (i) rated Prime-1 or 
Prime-2 by Moody’s Investors Serv- 
ice, Inc., or A-1 or A-2 by Standard & 
Poor’s Corporation, or (ii) issued by 
companies having an outstanding 
debt issue rated at least Aa by 
Moody's Investors Service, Inc., or at 
least AA by Standard & Poor’s Cor- 
poration. Other obligations pur- 
chased by Applicant will be either 
debt instruments issued by domestic 
corporations rated Aa or better by 
Moddy’s Investor Services, Inc., or 
AA or better by Standard & Poor's 
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Corporation or obligations issued by 
other entities accompanied by a 
guarantee of principal and interest by 
a bank or corporation whose certifi- 
cates of deposit or commercial paper 
may otherwise be purchased by Ap- 
plicant. Investments in repurchase 
agreements will be limited to trans- 
actions with a financial institution be- 
lieved by Applicant’s investment ad- 
viser to prevent minimal credit risks. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 9, 1979, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the matter accompanied by 
a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicant(s) at the address(es) 
stated above. Proof of such service (by affidavit, or 
in case of an attorney-at-law, by certificate) shall 
be filed contemporaneously with the request. As 
provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10735/June 13, 1979 


In the Matter of 
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SOVEREIGN COAL GROUP, INC. 
525 Federal Street 
Bluefield, West Virginia 24701 


(812-4458) 


ORDER PURSUANT TO SECTION 3(b)(2) OF 
THE ACT DECLARING THAT COMPANY IS NOT 
AN INVESTMENT COMPANY. 


Sovereign Coal Group, Inc. (“Applicant”), filed an 
application on March 30, 1979, pursuant to Sec- 
tion 3(b)(2) of the Investment Company Act of 
1940 (‘Act’) for an order of the Commission dec- 
laring that Applicant is not an investment company 
or, alternatively, for an order pursuant to Section 
6(c) of the Act exempting Applicant from all provi- 
sions of the Act. 


On May 15, 1979, a notice was issued of the filing 
of said application (Investment Company Act Re- 
lease No. 10697). The notice gave interested per- 
sons an opportunity ta request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found that 
Applicant is primarily engaged through maijority- 
owned subsidiaries or through controlled com- 
panies conducting similar types of businesses in a 
business or businesses other than that of invest- 
ing, reinvesting, owning, holding or trading in se- 
curities. Accordingly, 


IT IS ORDERED, pursuant to Section 3(b)(2) of 
the Act, that Sovereign Coal Group, Inc., is hereby 
declared to be primarily engaged directly or 
through majority-owned subsidiaries or through 
controlled companies conducting similar types of 
businesses in a business or businesses other than 
that of investing, reinvesting, owning, holding, or 
trading in securities. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 
Rel. No. 10736/June 14, 1979 


PART 270—RULES. AND REGULATIONS, IN- 
VESTMENT COMPANY ACT OF 
1940 


PART 274—FORMS PRESCRIBED UNDER THE 
INVESTMENT COMPANY ACT OF 
1940 


EXEMPTION OF ACQUISITION OF SECURITIES 
DURING THE EXISTENCE OF UNDERWRITING 
SYNDICATE. 


REVISION OF RULE AND AMENDMENT OF 
FORM. 


AGENCY: Securities and Exchange Commission. 


ACTION: Final rulemaking. 


SUMMARY: The Commission is revising a rule 
which permits an investment company to purchase 
securities from an underwriting syndicate in which 
certain affiliated persons of the investment com- 
pany participate as syndicate members. The revi- 
sion generally expands the rule to apply also to 
certain underwritings of municipal securities; re- 
quires directors to establish procedures rea- 
sonably designed to ensure compliance with the 
rule and to review transactions pursuant to the rule 
at least quarterly; modifies the substantive provi- 
sion of the rule relating to underwriters’ spreads; 
and establishes certain recordkeeping require- 
ments. The Commission is also amending the form 
for quarterly reports of management investment 
companies to require that any acquisition pursuant 
to the rule be indicated therein. 


EFFECTIVE DATE: Juen 14, 1979. 


FOR FURTHER INFORMATION CONTACT: 


Mark B. Goldfus, Special Counsel 
Investment Company Act Study Group 
Division of Investment Management 
Securities and Exchange Commission 
500 N. Capitol Street 

Washington, D.C. 20549 

(202) 755-0230. 


SUPPLEMENTARY INFORMATION: The Com- 
mission today amended rule 10f-3 [17 CFR 
270.10f-3] under the Investment Company Act of 
1940 (‘Act’) [15 U.S.C. 80a-1 et seq.], which 
permits the purchase of certain securities by a 
registered investment company from an under- 
writing syndicate in which any specified affiliated 
person of such investment company participates 
as a syndicate member.’ It also amended form 
N-1Q [17 CFR 274.106], the quarterly report of 
management investment companies, to require 
that any acquisition pursuant to rule 10f-3 be indi- 
cated therein. 


In response to its request for comments regarding 
the rulemaking set forth in Investment Company 
Act Release No. 10592, (Feb. 13, 1979), 44 FR 
10580 (Feb. 21, 1979), the Commission received 
and considered 9 letters. As a result of considering 
the comments, the Commission has determined to 
adopt the rulemaking as proposed, except for 
three modifications. These modifications are: 


(1) .The limitation in existing paragraph (d) of the 
rule—allowing a purchase by an investment com- 
pany (or by two or more investment companies 
with a common investment adviser) to 3% of the 
offering of a class of securities—is increased to 
the greater of (a) 4% of such offering or (b) 
$500,000 to a maximum limit of 10% of the offer- 
ing. 


(2) The limitation in existing paragraph (e) of the 
rule—allowing such purchases by an investment 
company to 3% of its total assets, or, if such con- 
sideration exceeds $1,000,000, to 2% of such 
assets—is increased to 3% of its total assets for 
all purchases. 


(3) As a technical change to proposed paragraph 
(h) of the rule, the Commission has deleted as 
superfluous a requirement that directors of an in- 
vestment company—in addition to finding that 
purchases made under the rule comply with cer- 
tain procedures that have been established—find 
that the transactions were consistent with the pur- 
poses of the rule. The Commission has deter- 
mined that directors’ finding compliance with prop- 
erly designed procedures under rule 10f-3 inhe- 





1 The term “affiliated person” is defined in section 
2(a)(3) of the Act [15 U.S.C. 80a-2(a)(3)]. 
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rently would constitute their finding compliance 
with the purposes of the rule. Nonetheless, the 
Commission expects that investment company di- 
rectors, in establishing procedures under the rule 
and termining compliance with such procedures, 
will address the concerns embodied in section 
10(f) of the Act against overreaching and the 
placing of otherwise unmarketable securities with 
an investment company. 


Description of Amended Rule 


The amended rule exempts from the prohibition of 
section 10(f) of the Act [15 U.S.C. 80a-10(f)] any 
purchase of securities by a registered investment 
company when specified conditions are satisfied. 
The background of section 10(f) and unamended 
rule 10f-3, and the reasons for proposing to 
amend rule 10f-3 are discussed thoroughly in In- 
vestment Company Act Release No. 10592. Per- 
sons interested in more detailed discussions of the 
various conditions of the proposed amendments to 
rule 10f-3 should refer to that release. These con- 
ditions may be substantially summarized as: 


(a) the securities to be purchased are 
(i) either (a) part of an issue registered 
under the Securities Act of 1933 [15 
U.S.C. 77a et seq.] or (B) municipal se- 
curities as defined in section 3(a)(29) of 
the Securities Exchange Act of 1934 [15 
U.S.C. 78c(a)(29)],2 (ii) purchased at 
not more than the public offering price 
prior to the end of the first full business 
date on which the issue is offered to the 
public,? and (iii) offered pursuant to a 
firm commitment underwriting; 





2 Some commentators suggested that the scope of 
permissible securities be substantially expanded. 
The Commission has determined that, on the basis 
of the information now before it, it is not yet pre- 
pared to effect such changes. However, the Com- 
mission can consider upon application, on a 
case-by-case basis, the propriety of exempting 
from the prohibitions of section 10(f) of the Act 
certain other securities, such as specified govern- 
ment securities, which are exempt from the regis- 
tration requirements of the Securities Act of 1933 
but which are not municipal securities. 


3 The release proposing the rule inadvertently in- 
serted the word “registered” into this reference to 
the date on which the issue is offered to the public. 
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(b) the commission, spread or profit to 
the underwriters is reasonable and fair 
compared to the commission, spread or 
profit received by other such persons in 
connection with the underwriting of 
similar securities being sold during a 
comparable period of time;* 


(c) in respect (i) to any issue of securi- 
ties other than municipal securities, the 
issuer of the securities to be purchased 
has been in continuous operation for not 
less than three years, or (ii) to any issue 
of municipal securities, the issuer has 
received an investment grade rating 
from a nationally recognized statistical 
rating organization, unless the issuer or 
the entity supplying revenues to pay the 
issue has been in operation for less 
than three years, in which case the 
issue must receive one of the three 
highest ratings from such a rating or- 
ganization. 


(d) the amount of securities to be pur- 
chased by the investment company (or 
by investment companies with a com- 
mon investment adviser) of any class 
does not exceed the greater of (i) 4% of 
such offering or (ii) $500,000 to a 
maximum limit of 10% of the offering; 


(e) the consideration paid by the in- 
vestment company for the securities so 
purchased must not exceed 3% of such 
company’s total assets; 


(f) the securities must not be purchased 
directly or indirectly from certain af- 
fillated persons, including the com- 
pany’s investment adviser; 





4 In determining comparable securities, an invest- 
ment company’s directors may consider, in addi- 
tion to characteristics such as yield, rating, and 
degree of subordination which are inherent to any 
securities evaluation, any other factor which they 
reasonably believe may affect underwriting 
spreads, such as anticipated market acceptability. 
Where the offering consists of a package of secu- 
rities of differing classes—such as municipal secu- 
rities of varying maturities—this standard*must be 
applied to each class individually. 





(g) the purchase must be reported in 
form N-1Q, the quarterly report of reg- 
istered management investment com- 
panies; 


(h) the board of directors of the invest- 
ment company, including a majority of 
the directors who are not interested per- 
sons of that company,® 


(i) have adopted procedures for such 
purchases which are reasonably de- 
signed to provide compliance with all 
the conditions of the rule,® (ii) review 
such procedures at least annually for 
their continuing appropriateness, and 
(iii) at least quarterly determine that all 
purchases made during the preceding 
quarter were effected in compliance with 
such procedures; 


(i) certain recordkeeping requirements 
including maintaining and preserving for 
six years a written record of each such 
transaction must be satisfied.” 





5 The term “interested person” is defined in sec- 
tion 2(a)(19) of the Act [15 U.S.C. 80a-2(a)(19)]. 


§ The board of directors may delegate to a directo- 
rial committee or other persons associated with 
the investment company the drafting task of pre- 
paring recommended procedures to be considered 
by the board as a whole. Of course, the board is 
responsible for any procedures that it ultimately 
chooses. See Lasker v. Burks, 47 U.S.L.W. 4494, 
4496 n.10 (May 15, 1979) [minimum standards 
applying to decisions which investment company 
directors may be called upon to make]. Moreover, 
in considering whether to adopt a particular set of 
procedures, the board may wish to request from 
the initial draftsmen all information as may rea- 
sonably be necessary to determine if the proposed 
procedures would comply with the requirements of 
paragraph (h)(1) of the rule. Compare section 
15(c) of the Act [15 U.S.C. 80a-15(c)] [procedures 
for directors’ approving an investment advisory 
contract]. 


7 To the extent that certain of the necessary infor- 
mation, such as the identity of the underwriting 
syndicate’s members and the terms of the trans- 
action, may be contained in an offering prospec- 
tus, that prospectus may be included as part of the 
written record required by the amended rule. 


The Commission has also amended paragraph 7 
of Item 1 of form N-1Q to require that any acquisi- 
tions of a security pursuant to rule 10f-3 must be 
indicated by footnote to certain figures therein. 


Authority, Effective Date 


The Commission amends rule 10f-3 under the Act 
pursuant to the provisions of section 10(f), section 
31(a) [15 U.S.C. 30(a)], and section 38 [15 U.S.C. 
80a-37] of the Act. This revision of form N-1Q is 
adopted pursuant to section 30(b) [15 U.S.C. 80a- 
29(b)] and section 38 of the Act. 


Because the rulemaking is exemptive in nature, 
the foregoing adoptions become effective im- 
mediately. However, to permit any investment 
company which may now be effecting transactions 
in reliance upon and inconformity with unamended 
rule 10f-3 to have a reasonable period of time to 
take those steps necessary for compliance with 
the amended rule without disrupting its operations, 
investment companies may continue to rely on the 
unamended text of rule 10f-3 (as in effect on June 
1, 1979) for an exemption from the prohibitions of 
section 10(f) of the Act until December 31, 1979. 


TEXT OF AMENDED RULE AND FORM 


|. Part 270 of Chapter II of Title 17 of the Code of 
Federal Regulations is amended by revising 
§270.10f-3 as follows: 


§270.10f-3 Exemption of acquisition of securities 
during the existence of underwriting 
syndicate. 


Any purchase of securities by a registered invest- 
ment company prohibited by section 10(f) of the 





8 Previous exemptions from the prohibitions of 
section 10(f) which have been granted by the 
Commission upon application are not affected by 
this rulemaking. However, if an investment com- 
pany which has been granted such an exemptive 
order wishes to purchase securities pursuant to 
any condition of the amended rule which may be 
more liberal in its limitations than the limitations 
stated by its exemptive order, the investment 
company must comply with all conditions of the 
rule in order for the purchases to be exempted 
from the prohibitions of section 10(f). 
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act shall be exempt from the provisions of such 
section if the following conditions are met: 


(a) The securities to be purchased are 
(1) either (i) part of an issue registered 
under the Securities Act of 1933 [15 
U.S.C. 77a et seq.] which is being of- 
fered to the public or (ii) municipal secu- 
rities as defined in section 3(a)(29) of 
the Securities Exchange Act of 1934 [15 
U.S.C. 78c(a)(29)], (2) purchased at not 
more than the public offering price prior 
to the end of the first full business day 
after the first date on which the issue is 
offered to the public, if not offered for 
subscription upon exercise of rights or, 
if so offered, purchased on or before the 
fourth day preceding the day on which 
the rights offering terminates, and (3) 
offered pursuant to an underwriting 
agreement under which the underwriters 
are committed to purchase all of the se- 
curities being offered, except those pur- 
chased by others pursuant to a rights 
offering, if the underwriters purchase 
any thereof; 


(b) The commission, spread or profit 
received or to be received by the princi- 
pal underwriters is reasonable and fair 
compared to the commission, spread or 
profit received by other such persons in 
connection with the underwriting of 
similar securities being sold during a 
comparable period of time; 


(c) In respect to (1) any issue of securi- 
ties other than municipal securities, the 
issuer of such securities to be pur- 
chased shall have been in continuous 
operation for not less than three years, 
including the operations of any prede- 
cessors, or (2) any issue of municipal 
securities, (i) such issue shall have re- 
ceived an investment grade rating from 
at least one of the nationally recognized 
statistical rating organizations, or (ii) if 
the issuer of the municipal securities to 
be purchased, or the entiry supplying 
the revenues from which the issue is to 
be paid, shall have been in continuous 
operation for less than three years, in- 
cluding the operation of any predeces- 
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sors, the issue shall have received one 
of the three highest ratings from one 
such rating organization; 


(d) The amount of securities of any 
class of such issue to be purchased by 
the investment company, or by two or 
more investment companies having the 
same investment adviser, shall not ex- 
ceed 4 percent of the principal amount 
of the offering of such class or $500,000 
in principal amount, whichever is 
greater, but in no event greater than 10 
percent of the principal amount of the 
offering; 


(e) The consideration to be paid by the 
investment company in purchasing the 
securities being offered shall not exceed 
3 percent of the total assets of such 
registered investment company; 


(f) Such investment company does not 
purchase the securities being offered di- 
rectly or indirectly from an officer, di- 
rector, member of an advisory board, 
investment adviser or employee of such 
investment company or from a person of 
which any such officer, director, 
member of an advisory board, invest- 
ment adviser or employee is an affiliated 
person; Provided, That a purchase from 
a syndicate manager shall not be 
deemed to be a purchase from a spe- 
cific underwriter (1) so long as that 
underwriter does not benefit directly or 
indirectly from the transaction, or (2) in 
respect to the purchase of municipal se- 
curities so long as such purchases are 
not designated as group sales or other- 
wise allocated to the account of persons 
from whom this paragraph prohibits the 
purchases 


(g) All transactions effected pursuant to 
this rule shall be reported on the form 
N-1Q [17 CFR §274.106] of the invest- 
ment company; 


(h) The board of directors, including a 
majority of the directors of the invest- 
ment company who are not interested 
persons with respect thereto, (1) have 





adopted procedures, pursuant to which 
such purchases may be effected for the 
company, which are reasonably de- 
signed to provide that all the conditions 
of this rule in paragraphs (a) through (g) 
have been complied with, (2) review no 
less frequently than annually such pro- 
cedures for their continuing appropri- 
ateness, and (3) determine no less fre- 
quently than quarterly that all purchases 
made during the preceding quarter were 
effected in compliance with such proce- 
dures; and 


(i) The investment company (1) shall 
maintain and preserve permanently in 
an easily accessible place a written 
copy of the procedures (and any modifi- 
cation thereto) described in paragraph 
(h) (1) of this section, and (2) shall 
maintain and preserve for a period not 
less than six years from the end of the 
fiscal year in which any transactions oc- 
curred, the first two years in an easily 
accessible place, a written record of 
each such transaction, setting forth from 
whom the securities were acquired, the 
identity of the underwriting syndicate’s 
members, the terms of the transaction, 
and the information or materials upon 
which the determination described in 
paragraph (h) (3) of this section was 
made. 


ll. Part 274 of Chapter II of Title 17 of the Code of 
Federal Regulations is amended by revising Item 
1, paragraph 7, of §274.106 as follows: 


§274.106 Form N-1Q for quarterly report of reg- 
istered management investment com- 
pany. 


[The text of the revision is as follows: 


* * * 


Item 1. Changes in Portfolio Securities 


* * * 


7. Any purchases of a security on mar- 
gin, or acquisition of disposition of a se- 
curity through exchange or otherwise 


than for cash, shall be indicated by foot- 
note to the figures in column (3) or (4) 
stating the nature of the acquisition or 
disposition and the quantity, if other 
than that shown in the applicable col- 
umn. Any acquisitions of a security pur- 
suant to rule 10f-3 [71 CFR §270.10f-3] 
shall be indicated by footnote to the fig- 
ures in column (3). Any security held in 
margin accounts or subject to option at 
the end of the calendar quarter shall 
also be indicated by footnote to the fig- 
ures in column (5), which shall include 
the quantity and, in the case of options, 
the option prices and the dates within 
which they may be exercised. ] 


By the Commission. 


George A. Fitzsimmons 
Secretary 


June 14, 1979. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10737/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6078 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 679/June 12, 1979 


SEE 
SECURITIES ACT OF 1933 
Release No. 6077/June 12, 1979 
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LITIGATION 





Litigation Release No. 8773/June 12 1979 


U.S. v. George Mariscal (USDC., District of 
Arizona, CR 78-80) 


Robert H. Davenport, Administrator of the Denver 
Regional office of the Securities and Exchange 
Commission, and Morton Sitver, Chief Assistant 
United States Attorney, acting as United States 
Attorney for the District of Arizona, announced that 
on June 1, 1979, a jury in the United States District 
Court of Arizona at Phoenix, Arizona, after a trial, 
found the defendant, George Mariscal, of Phoenix, 
Arizona, guilty of 12 counts of mail fraud and 10 
counts of interstate transportation of securities 
obtained by fraud. The conviction was in connectin 
with a $1,200,000 industrial revenue bond offering 
in the name of the City of Las Cruces, New 
Mexico. As a part of the scheme to defraud, Maris- 
cal, by fraudulent representations, obtained dis- 
bursement checks for payment of plant construc- 
tion expenses from which he diverted substantial 
amounts of monies to his own use and benefit. 


On March 9, 1978, Mariscal had been indicted by 
a federal grand jury at Phoenix, Arizona and was 
charged with 13 counts of mail fraud and 10 
counts of interstate transportation of securities 
obtained by fraud. 


Sentencing is scheduled for June 25, 1979. 


For further information see Litigation Release No. 
8332. 





Litigation Release No. 8774/June 12, 1979- 
STATE OF NEBRASKA v. JOHN T. SMITH 
(District Court of Saunders County, Nebraska 


Robert H. Davenport, Administrator of the Denver 
Regional Office and Barry Lake, Assistant Director 
and Legal Counsel of the Nebraska Department of 
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Banking and Finance, Bureau of Securities, Lin- 
coln, jointly announced that on May 14, 1979, the 
District Court of Saunders County, Nebraska, ac- 
cepted pleas of no contest from John T. Smith, 
Schuyler, Nebraska, to two counts of selling a se- 
curity, namely, an interest in the Nellie Lane #2 
well, Morrill County, Nebraska, without registration 
of the security with the Nebraska Department of 
Banking and Finance and for making material mis- 
representations and omissions in connection with 
the sale of the aforementioned security to an in- 
vestor. Sentencing of Smith is set for June 18, 
1979. 


The Denver Regional office rendered assistance to 
Nebraska authorities. 





Litigation Release No. 8775/June 12, 1979 


U.S. v. PETER B. AHERN 
(U.S.D.C. E.D. Mich. Criminal No. 9-80290) 


James K. Robinson, Unitd States Attorney for the 
Eastern District of Michigan, and William D. 


Goldsberry, Administrator of the Chicago Regional 
Office of the Securities and Exchange Commis- 
sion, announced that on May 9, 1979, a federal 
grand jury in Detroit, Michigan returned a 10-count 
indictment charging Peter B. Ahern of Novi, Michi- 
gan with 9 counts of mail fraud and one count of 
fraud under the Investment Advisers Act. 


The indictment charges, among other things, that 
from about March, 1974 to about May, 1975, 
Ahern, doing business as Option Associates and 
Option Management, Inc., secured money from in- 
dividuals for the purpose of investing the funds in 
securities; that Ahern deposited the funds in ac- 
counts he opened at two brokerage firms; and that 
Ahern thereafter withdrew the funds deposited in 
such accounts and converted the proceeds to his 
own use. 


Ahern was arraigned on the charges on May 22, 
1979 in the United States District Court at Detroit. 
Pleas of not guilty were entered as to all the 
charges, and Ahern was released on his own rec- 
ognizance. 








Litigation Release No. 8776/June 12, 1979 


UNITED STATES v. L STEVEN SMITH, (U.S.D.C., 
Central District of California, CR79-454) 


Andrea Sheridan Ordin, United States Attorney for 
the Central District of California, and the Commis- 
sion announced that on June 11, 1979, L. Steven 
Smith (“Smith.”), a former Director, Senior Vice- 
President and Head of the Institutional Trading 
Department and the Restricted Securities Depart- 
ment of Batemen Eichler, Hill Richards, Inc., plead 
guilty to two felony counts arising from transac- 
tions in the securities of Vernitron Corporation and 
Frigitronics, Inc. Smith had been indicted by a fed- 
eral Grand Jury in Los Angeles on May 23, 1979 
on one count of a violation of the anti-fraud provi- 
sions of Section 10(b) of the Securities Exchange 
Act of 1934 (“Exchange Act.”) and Rule 10b-5 
thereunder and one count of a violation of the 
margin provisions of Section 7 of the Exchange 
Act and Regulation T thereunder. Smith faces a 
maximum penalty of five years imprisonment and a 
fine of $10,000 on each count. 


Sentencing has been set for July 3, 1979 


2 (See Securities Exchange Act of 1934 Release 
No. 15166/September 19, 1978, /n the Matter of L. 
Steven Smith. See also Administrative Proceed- 
ings File No. 3-5345, /n the Matter of Bateman 
Eichler, Hill Richards, Inc., et al., Order Instituting 
Proceedings Pursuant to Section 15(b) and 19(h) 
of the Securities Exchange Act of 1934.) 





Litigation Release No. 8777/June 13, 1979 


Securities and Exchange Commission v. Reginald 
Bernard Chisholm, et al. (D.C. Massachusetts) 


Willis H. Riccio, Administrator for the Boston Re- 
gional Office of the Securities and Exchange 
Commission, announced that on June 7, 1979, a 
complaint was filed in the United States District 
Court at Boston, Massachusetts, seeking prelimi- 
nary and permanent injunctions against Reginald 
Bernard Chisholm, The DAVREG Trust, American 
Management Group, Inc., and AM Group, Inc., re- 


straining them from future violations of Sections 
5(a), 5(c), and 17(a) of the Securities Act of 1933 
(“Securities Act”) and Section 10(b) of the Securi- 
ties Exchange Act of 1934 (“Exchange Act’) and 
Rule 10b-5 promulgated thereunder. 


The complaint alleges that each of the defendants 
violated the registration and anti-fraud provisions 
of the Securities Act and the anti-fraud provisions 
of the Exchange Act in connection with the sale of 
$1,107,000 of unregistered securities of the DAV- 
REG Trust and Talisman, Inc. 


The complaint and supporting affidavit allege that 
the defendants sold securities in the form of in- 
vestment contracts for the development and man- 
agement of various real estate and other commer- 
cial ventures. The real estate ventures included 
projects for the development apartment houses, 
shopping centers, residential, and vacation resort 
complexes. Other commercial ventures included 
projects for the cultivation and distribution of 
jojoba bean seedlings, the purchase and operation 
of jojoba bean plantations, and the marketing of 
jojoba beans and their products. The documents 
filed with the court allege that investors were 
promised their money back plus 10% interest 
within 6 months to 1 year, as well as an ownership 
interest in the projects. The guarantee of a 110% 
return was secured by promissory notes issued to 
investors and signed by Talisman, Inc. or the 
DAVREG Trust. Investors were shown financial 
statements which reflected assets of $6,000,000 
for Talisman, Inc., and $30,000,000 for the DAV- 
REG Trust. The complaint and affidavit allege that 
these financial statements were fraudulent, and 
that investors were not told that the assets they 
reflected consisted of the stock of corporations 
wholly owned by Chisholm who had himself arbi- 
trarily set their value. The assets of the underlying 
corporations are alleged to consist wholly of 
Chisholm’s claim to a 620 acre tract of land in San 
Bernardino County, California, which is now and 
was then owned by the U.S. Government. It is also 
alleged that Chisholm’s claim consisted of the fil- 
ing of an application with the Bureau of Land Man- 
agement and the payment of fees totalling $2.50 
an acre. 


The complaint and affidavit state that Chisholm 
raised approximately $1,107,000 from the sale of 
these securities, and that none of the investment 
projects ever became operational or realized a 
profit. 
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In addition to requesting preliminary and perma- 
nent injunctions, the complaint also asks as ancil- 
lary relief that each of the defendants file a cer- 
tified accounting with the Court setting forth all 
funds directly or indirectly received or disbursed by 
them in connection with the offer and sale of these 
securities. 


The complaint further asks that a receiver be ap- 
pointed for the DAVREG Trust, American Man- 
agement Group, Inc., and AM Group, Inc. 


Simultaneously with the filing of the complaint, 
Reginald Bernard Chisholm, the DAVREG Trust, 
American Management Group, Inc., and AM 
Group, Inc. consented, without admitting or deny- 
ing the allegations of the complaint, to the entry 
permanent injunctions from violations of the regis- 
tration and anti-fraud provisions of the Securities 


Act, and the anti-fraud provisions of the Exchange 
Act. 








ACCOUNTING SERIES RELEASE 





ACCOUNTING SERIES 
Release No. 264/June 14, 1979 


SEE 


SECURITIES ACT OF 1933 
Release No. 6078/June 14, 1979 





944/SEC DOCKET 





UNITED STATES 


GOVERNMENT PRINTING OFFICE ® 
DIVISION OF PUBLIC DOCUMENTS 
WASHINGTON, D.C. 20402 aRSSeEt ARS 
US.MAIL 
OFFICIAL BUSINESS a 


POSTAGE AND FEES PAID 


FIRST CLASS MAIL U.S. GOVERNMENT PRINTING OFFICE 


375 


SECD SERIA300S5B1 SS§DUE029R 
SERTALS PROCESSING DEPT 
XEROX UNIV MICORFILMS 

300 N 2EEB RO 

ANN ARBOR MI 48106 


FOR SALE BY THE SUPERINTENDENT OF DOCUMENTS U.S. GOVERNMENT 
PRINTING OFFICE WASHINGTON, D.C. 20402 
SUBSCRIPTION PRICE: $43.00 A YEAR: $8.00 ADDITIONAL FOR FOREIGN MAILING 


THE PRINTING OF THIS PUBLICATION HAS BEEN APPROVED BY THE 
OFFICE OF MANAGEMENTAND BUDGET (JANUARY 1, 1974) 





